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STATEMENT
|, the undersigned,
YOUSUF ISMAIL LAHER
do hereby state that:
1. | have been requested by the Commission to provide a statement in respect of the

procurement and evaluation processes followed by Transnet in the awarding of certain
high value tenders to specific entities where | was personally involved in such
processes. Accordingly, this statement deals with the procurement process relating to

the evaluation and awarding of the following tender and/or contract and matters

relating thereto:

1.1, Acquisition of the 1064 Diesel and Electric locomotives.

2.  Arising from discussions held with members of the Commission’s Investigation team |

have set out below my recollection of events relating to abovementioned tenders

and/or contracts.

3. The facts contained in this statement are both true and correct, and within my personal
knowledge, unless the context provides otherwise. These events occurred many years

ago. It is possible, even likely, that with the passage of time, my memory of actual

detail is less than perfect.
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INTRODUCTION
4. |am qualified as a Chartered Accountant.
5. | have been employed at Transnet since September 2005.

6. My current position is that of Executive Manager (Enterprise Wide Business Services)

in the Finance department of Transnet Freight Rail (TFR).

7. During my employment at Transnet ! held various positions within the Finance
department, including positions in financial repeorting, management reporting, working

capital, pa'yroll, procurement, operations finance, taxation and govemance and

compliance.

1064 Locomotive Tender

Business Case

8. I 'was not involved in the drafting of the business case for the proposed acquisition of

the 1064 locomotives by Transnet.

9, | was also not involved in the process of obtaining the Estimated Total Cost (ETC)

approval for the business case from the Transnet Board in 2013,

10. Obtaining the required ETC approval is understood to be part of a capital govemance

process handled by the Capital Governance department. Capital Governance was

never my accountability or responsibility.

11.  During the negotiation processes in respect of this tender in February 2014, | was told
by Anoj Singh (Singh), Group Chief Financial Officer (GCFO) that the Board had

approved the business case valued at R38.6bn, excluding forex hedging and other
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escalations. An excerpt of the draft minutes of a special Board mesting held on 25 April

2013, approving the business case is attached hereto as Annexure YL1.

12. [ only found out in 2018 that the business case calculations actually included forex
hedging and other escalation costs which is contrary to what the Board minute

recorded. At that point in time (2014) | did not know of this inaccuracy.

13. During the negotiation process | pointed out to Singh that the proposed transaction
amount would exceed the amount of the ETC, which would require Board approval.

Singh indicated that he would deal with it.

Preparation of Financial Evaluation Criteria
14, During 2012, | was requested by Lindiwe Mdletshe and Thamsanqa Jiyane from the
Supply Chain Services (SCS) department to prepare financial evaluation criteria for the

1064 locomotive tender.

16. In preparation thereof, | consulted with members of the team that evaluated the
acquisition of the 95 locomotive tender to identify difficult technical and other issues
that they encountered during the evaluation process to assist me in preparing the
evaluation criteria. | prepared a draft version of the proposed financial evaluation
criteria and submitted it to SCS. The approval of the criteria was, in terms of the

procurement process, to be obtained by SCS from the delegated authority.

16. The financial evaluation criteria consisted of a points scoring matrix for the following

elements that would be evaluated:
16.1. Price
16.2. Total Cost of Ownership ('TCO)

16.3. Delivery Schedule
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16.4. Payment Terms

16.5. RFP and Contractual Compiiance

16.6. Financial Stability

Stage 2 Pre-qualification Evaluation of the Bids Received

17.  The Cross Functional Evaluation Team: Finance (CFET Finance) appointed by TFR

18.

Chief Executive (CE), Siyabonga Gama to evaluate the bids for the supply of the 465
new diesel locomotives and the supply of the 599 new electric locomotives for pre-

qualification, comprised of the following individuals, namely:
17.1. Zunaid Vally

17.2. Mohammed Moola

17.3. Thabo Seapi

17.4. Yousuf Laher (me)

The bids were to be evaluated against the predetermined evaluation criteria set out in

clause 5.2 of the RFP part 2 (Annexure YL2), which are:

18.1. Agreement to the terms and conditions of the Parent Company Guarantee in

the format supplied.

18.2. Agreement to the terms and conditions of the Advance Payment Guarantee in

the format supplied.

18.3. Agreement to the Performance bond requirements and Performance bond

terms and conditions in the format supplied.

18.4. A minimum warranty period of 2 years for the loco, 6 years for the traction

motor and 1 year for spares after Defects Liability Period.
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18.5. A minimum long term credit rating of A- (Fitch Ratings or equivalent) and the

issuer should be pre-agreed with Transnet, for the companies’ bankers that will

be providing the guarantees.

18.6. The financial stability of the tenderer by reviewing critical ratios of the latest

available financial statements.

The CFET Finance prepared two separate pre-qualification evaluation reports, dated
31 July 2013, detailing the results of the evaluations performed in respect of the supply
of the 465 new diesel locomotives and the 599 new electric locomotives. Copies of the

two reports are attached as Annexures YL3 and YL4 respectively.

In summary, the reports concluded that except for Bidder 3 in the 599 electric tender,
all remaining bidders that made this stage of the evaluation met the pre-qualification

requirements of this and qualified for the next stage of the evaluation.

As part of the reports issued in July 2013 for this stage of the evaluation, the following

matters were escalated for the attention of the 1064 Locomotive Steering Committee:

21.1. Some bidders’ financial statements used for the evaluation were not signed off
by auditors. The test for administrative responsiveness was an SCS function
and not within the scope of the CFET Finance team., The CFET Finance

recommended that this be closed off between the SCS team and the Steering
Committee.
21.2. Bidder 3 in the 599 electric tender provided intermediate parent company

financial statements but did not provide consolidated financial statements of its

ultimate holding company and this bid could therefore not be evaluated.
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22. The CFET Finance prepared a further report in respect of Bidder 3, dated 4 September
2013. A co'py of this report is attached as Annexures YLS. This report was prepared
because the CFET Finance were requested by SCS to conduct an evaluation of Bidder

3 after Bidder 3 submitted its uitimate holding company consolidated financial

statements to SCS.

Stage 6 Evaluation of the Bids Received

23. The CFET Finance appointed to evaluate the bids in stage 6 of the evaluation process,

namely to determine the scoring of qualifying bidders comprised of the following

individuals, namely:

23.1. Zunaid Vally

23.2. Thabo Seapi

23.3. Tsitsi Tlaletsi.
23.4. Mohammed Moola
23.5. Danie Smit

23.6. Yousuf Laher (me)

24. The relevant elements of the bids to be evaluated against the predetermined

evaluation criteria were as follows:
24.1. Price

24.2. Totai Cost of Ownership
24.3. Delivery Schedule

24.4. Payment Terms
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24.5. RFP and Contractual Compliance

24.6. Financia! Stability

We were given the criteria by SCS and we were told that this financial evaluation

criteria was approved by the Board.

A sense of urgency was communicated by SCS and we were requested to complete

the evaluation as soon as possible.

The CFET Finance prepared two separate evaluation reports, dated 10 December
2013, detailing the results of the evaluations performed in respect of the supply of the
465 new diesel locomotives and the 599 new electric locomotives, both of which were

addressed to Jiyane, the CPO. Copies of the two reports are attached as Annexures

L

YL6 and YL7 respectively.

The evaluation was conducted in a boardroom at TFR's offices in Parktown. Access to
this room was restricted. Access was controlled by SCS. Computers were provided for
the evaluation by SCS. Only the financially relevant bidder files were provided to CFET

Finance. Refer page 4 of the CFET Finance evaluation reports 2013 for more detail.

The CFET Finance escalated the foliowing matters for the approval by the Steering

Committee, as summarized on pages 26 (YLE) and 25 (YL7) of the reports, namely:

28.1. Approval of the price evaluation criteria on the basis of excluding hedging and

escalation costs.

29.2. Approval of all assumptions used for scoring as outlined in the report.

29.3. Approval of the TCO scenario to be used in the evaluation.
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29.4. Approval of the price methodology provided to the CFET Finance for evaiuation

purposes to exclude the impact of TE on price.

The exclusion of certain items presented certain risks which we highlighted in the body
of the report and under the section titled “Overall Risks”, The report requested that
these risks must be communicated to the Steering Committee and/or Transnet Board

and considered prior to final contract award. In summary the risks highlighted were the

following:

30.1. The "Price” evaluation criteria required hedging and escalation costs to be
included. The CFET Finance were unable to evaluate on the basis of a fixed
price including escalation and hedging costs due to the reasons as highiighted
in the report on page 9 and 10. We advised SCS that we were thus not able to
complete a proper evaiuation. SCS in turn advised us that we should exclude
these costs of escalation and hedging, from the price evaluation. This is dealt
with in our report on page 10, where it records that we agreed to do so on the
proviso that this change to the evaluation methodology be brought to the
attention of the Steering Committee and Transnet Board for approval prior to
the award of the contract. Thus the price evaluation was done based on the
price  excluding hedging and escalation costs for all bidders. Inclusion of

hedging and escalation costs could have a significant impact on the final price.

30.2. The evaluation was conducted on the basis of a single supplier supplying the
full batch of locomotives i.e. 599 for electric and 465 for diesel. The price of a
locomotive would vary based upon the size of the batch contracted for. This
must be considered should Transnet decide to place an order for a smaller

batch of locomotives (by inference this would change the price and thus the

method of evaluation).
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30.3. The “Price” was normalized to exclude the cost of using Transnet Engineering
(TE) as the main sub-contractor. The approval letter from the DPE required TE
to be utilized as the main subcontractor. The price of utifizing TE could

therefore have an impact on the final price and thus the evaluation results and

this would need to be considered.

30.4. The delivery schedule could also have been impacted for bidders that
submitited bids using TE as the main subconiractor versus those that submitted
bids using private sub-contractors. This could have an impact on the final

delivery schedule and thus the evaluation results and this would need to be

considered.

30.5. The Steering Committee to consider the Total Cost of Qwnership (TCO) on the
various different scenarios presented in the report and the assumptions utilized

to determine the financial evaluation scoring.

31. To preserve the confidentiality of the process, communication during this period was
limited to members of the CFET Finance, CFET Technical, SCS, TIA and members of
the Locomotive Steering Committee. Any clarifications with bidders were handled by
SCS. The CFET Finance report, on the 599 electric tender, on page 13 refers to an
instance where SCS decided that further clarity was required from a cerlain bidder.
SCS together with a representative of the CFET Finance in the presence of TIA

engaged this bidder in order to obtain this further clarity.

Best and Final Offer

32. On 27 December 2013 the Steering Committee approved that Best and Final Offers
(BAFO) be obtained from the bidders. The CFET Finance was requested by 8CS to

conduct an evaluation on the price after BAFOs were received from bidders. SCS only
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requested BAFO pricing from two bidders in the electric tender but from all four bidders

in the diesel tender.

33. The BAFO evaluation resulis for the 465 and 599 iocomotives were captured in
memoranda from the CFET Finance to the 1064 Locomotive Steering Committee,

dated 15 January 2014. The memoranda are attached as Annexures YL8 and YL9.

34. 1 do not know why SCS requested BAFO pricing from only two bidders in the eleciric
tender. The CFET Finance were given the BAFO’s received from bidders to evaluate,

which it duly did. It is possible that other bidders could ask why they were not given an

opportunity to also provide BAFO pricing.

Approval to Split the batches

35. | understand that on 17 January 2014, SCS made a submission to the Transnet Board.
| was unaware at the time of the details of the submissions. We were later told that the
Board had approved the evaluation processes and also approved the splitting of the

batches for the 599 and 465 locomotives. | did not have sight of the approvals at that

time, but some time thereafter.

35.1. | attach hereto as Annexures YL10 and YL11 copies of the approval

memoranda from the GCE, Brian Molefe to the Transnet Board, dated 17

January 2014,

356.2. | also attach hereto copies of excerpts of a special Board mesting held on
24 January 2014, confirming the spliting of the batches for the 599 ad 465

locomotives as Annexures YL12 and YL13.

36. The splitting of the batches would have had an impact on the price of the locomotives.
This risk was communicated in the CFET Finance report dated 10 December 2013 as
detailed in paragraph 29 above.

10
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Negotiations

37. During February 2014, | was appointed together with Danie Smit (Deputy Treasurer —

Middle Office) as part of the negotiating team to provide financial support to the co-

chairpersons.
38. The negotiations were co-chaired by Singh, GCFO and Jiyane, TFR CPO.

39. | understood that the co-chairpersons would report to the sub-committee of the
Locomotive Steering Committee. The sub-committee .of the Locomotive Steering

Committee would make the final decisions on matters negotiated including price.

40. Singh and Jiyane ran the overall negotiation process and reported back to the sub-

committee of the Steering Committes.

41. The role of the Finance support team in the negotiations was to:
41.1. Contribute in hegotiations on financial related aspects.
41.2. Explain or clarify financial related concepts and financial matters to bidders.
41.3. Keep track of pricing based on the various bidder proposals.

41.4. Provide information to and assist the legal team with any questions they may

have during the contract drafting process.

42. The Finance support team’s role did not include making any decisions on the final
pricing -of the locomotives. On occasion my role involved informing bidders dwring a

negotiation session of decisions made by the steeting committee as communicated to

us by Singh.

1l
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The negotiation sessions were held at Webber Wentzel Attorneys’ offices in Illovo

during February and March 2014. The negotiation sessions were recorded {video and

voice).

The negotiation sessions included representatives from Transnet Internal Audit (TIA),

external legal counsel, internal legal counse!, SCS, the co-chairpersons as well as the

Finance support team.

We were advised by Singh and Jiyane that the negotiation process must be compieted

with urgency and an initial deadline of two weeks was put forward. The process

eventually took about four to six weeks.

We were handed a draft negotiation mandate by SCS, attached hereto as

Annexure YL14. The draft negotiation mandate covered the following aspects to he

negotiated;

46.1. Pricing — deferral of delivery schedule

46.2. Base Price — escalation risk indices

46.3. Base Price - foreign exchange impacis

48.4. Base Price — iImpact of TE

46.5. Capital Acquisition Costs - Set up Costs

46.6. Cost of maintenance interventions included in TCO model
46.7. Payment scheduie

46.8. Extended Warranty

46.9. Options

12
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46.10. Base Price

46.11. Break Pricing — reduce risk and cost under breach

46.12. Batch Pricing

The negotiation process primarily entailed offers by the bidders, and responses to such
offers by Transnet. For the most part, the Transnet responses were communicated
through the co-chairpersons, but other members of Transnet’s negotiating team also

responded directly to bidders during the sessions.

We were told by Singh that Regiments was appointed to conduct the detailed financial
calcuiations related mainly to forex hedging costs, wamranty bond benchmarking,
deferral cost benchmarking and escalation costs, which were to be used by us in the
negotiation process as a benchmark. Caiculations for escalations and forex hedging
costs were done by Regiments as the appointed specialists and fransaction advisors.
We would provide reievant financial information from the bidders, such as price,
delivery terms, payment terms and warranty terms to Regiments to conduct the

calcuiations in the background. Regiments then provided the outcomes of their

analysis to us on a regular basis.

During the negotiation team’s caucuses, | raised the issue that escalation costs
seemed too high. The finance support team also raised the concern of high escalation

costs directly with the bidders during the negotiation sessions.

| raised my concerns about the price escalations with Singh. His response was to
advise me that bidders had built a risk premium into their pricing to cater for the
unpredictable nature of future costs, which is not unreasonable. He explained that it is

a negotiation process on final price and in the context of the negofiations; it is the finai
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overall price that is important. He explained that the pricing was acceptable in light of

the rigorous negotiation process and the risk the bidders were willing to accept.

During one caucus | raised with Singh and Jiyane the issue that the original bid price
per unit must be retained by bidders even though batch sizes were reduced. ! pointed
out that if not, it would mean that their prices may be higher than other unsuccessful
bidders who could had given lower prices for a smaller batch. Singh and Jiyane
disagreed and Jiyane said that the bidders were not evaluated on smaller batch sizes.
He said all bidders were requested to provide breakpoint pricing, and were not

evaluated on smaller batch pricing and that no bidders provided pricing for a smaller

batch,

During the same caucus | also asked Singh and Jiyane whether TFR should not have
gone out to all bidders pre-award to ask for a price based on a 50 % batch. Jiyane
responded that it wasn’t known that the batch size would be 50 %. A copy of the
recording of this conversation is available. It is possible that the other bidders could

have quoted a lower price for the reduced batch size.

In light of the seniority, expertise, experience and ability of Singh and Jiyane, | deferred

to their explanations and judgement on the issues that | had raised.

The impression | gained during the negotiations was that, the co-chairpersons
negotiation tactic was very much focused on the overall price and not as focused on
the detailed elements that made up the price, such as for example escalation, batch
pricing etc. Even though the detailed elements may have been spoken about at various
times during the negotiations it appeared not to be Singh and Jiyane's main focus. The
effect of this was that as much as these components were self-standing components of
the negotiations, in the end, it was overall price that the chairpersons focused on. The
sub-committee made the final decision on pricing.

14
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Final Consolidation

55. In 2014, post the negotiation process, ! was told by Singh to prepare a final

consolidation of the pricing numbers based upon the submissions from the bidders.

56. Singh handed me the principle elements of items he would like included in a
memorandum, detailing the reasons why the price had increased from the 1064
business case submission. He also explained to me the detail of the format in which he
wanted the numbers presented. | attach hereio the notes in Singh’s handwriting on a
Webber Wentzel Attorneys notepad as Annexure YL15. Singh requested that | type

these into the draft of the memorandum prepared by the Transnet Group Capital

depariment.

57. | pointed out to Singh that | was not inveolved in the business case process and would
not know how the numbers in the business case were arrived at and as such could not

do the reconciliation from the business case numbers to the final confracted numbers.

58. Singh was integrally invoived in the business case process and explained 1o me the
reasons for the increase in price from the business case to the final contracted price

based on his knowledge of the business case and the final contracted pricing.

59. He also required that the memorandum contain an explanation of the price increases
from BAFO stage to final pricing. This calculation was compiled based on information

from bidders and-included in the memorandum as table 2.

60. | received a draft of the memorandum from Niresh Budhai from the Transnet Group
Capital department. | typed the updates to the memorandum as required by Singh. On
numerous occasions, over a period of approximately one to two months he edited the
memorandum and told me to type up his edits (refer some of the handwritten notes

attached as Annexure YL15). | trusted his knowledge and complied with his instruction
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to me to include his edits in the memo. A copy of this memorandum dated 23 May

2014 is attached to this statement as Annexure YL16.

In 2018, | was advised by MNS Attorneys that the Transnet Board was misled into

believing that the business case, ETC excluded costs related to forex hedging and

other escalations.

As stated earlier in this statement, | was not involved in the business case process. In

2014, | was told by Singh that the Board approved the business case ETC at R38.6bn,

excluding forex and escalations.

I only found out in 2018 that the business case ETC calculations actually included

forex and escalation costs, contrary to contents of that Board minute dated 25 April

2013.

| reiterate that at that point in time (2014) | did not know of this inaccuracy.

The memorandum from Brian Molefe to the Transnet Board, dated 23 May 2014,
requested approval for the increase of the ETC from R38.6bn to R54.5bn. Paragraph

23 of the memorandum outlines the following main reasons for the request for the

increase in ETC of R15.9bn:

65.1. Escalations from the approved business case to award date {backward

looking).
85.2. Forex from the approved business case to award date (backward looking).

65.3. Additional scope of work allocated to Transnet Engineering (TE) for the strategy

to enable TE to eventually transform fo an Original Equipment Manufacturer

(OEM) of locomotives (strategic).

16
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65.4. The cost of reducing the batch size (strategic and risk mitigation).

65.5. The cost of future escalations over the life of the contract (forward looking and

risk mitigation).

65.6. The cost of fixing forex exposure over the life of the contract (forward looking

and risk mitigation).

65.7. Contingencies related to variation orders, options (such as electronically

controlled pneumatic braking and wire distributed power efc.) and capital
spares.

Request to reconcile the business case numbers to the final pricing in January 2018

66. In January 2018, Mohammed Moola (Executive Manager Finance Capital Program)
and | received a request from the then GCFO, Garry Pita via the TFR CFO, (Ms
Galeni) to confirm whether the business case pricing included or excluded forex
hedging and escalation costs. Upon consulting with Francis Callard (ex-Transnet
employee), who was key in the original business case calculations, in January 2018
and reviewing the business case calculations, Mooia and | concluded that the business
case calculations actually did include forex and hedging costs and that the
recommendation within the R38.6bn business case submitted to the Board in April
2013 (that the ETC excluded these costs), was incorrect as the financial model and

detail within the business case indicates that the ETC is inclusive of forex hedging and

escalations.

67. We were also requested to recalculate the ETC in the business case adjusted for

factors we are now aware of, i.e. the contracted delivery period, the relevant exchange

rates, the BAFO pricing eic.

68. Callard was requested to conduct this calculation as he was key in the original

business case calculations and the caiculations were complex.
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69. Callard’'s results revealed an adjusted business case value of R40,457bn for the
acquisition of the 1064 locomotives, excluding the im_pact of using TE as the main sub-
contractor and excluding the impact of reducing the batch size. Version 7 of the

calculations is attached hereto as Annexure YL17.

70. Based on these calculations, the business case ETC would be R45,8bn, should the
impact of using TE as a sub-contractor and the impact of reducing the batch size be

included. This was R3,747bn lower than the final contracied price. This was
communicated to Pita.

Relocation of assembly facilities to Durban

71.  In June 2015, | was instructed by Singh fo review proposals relating to the proposed
move of the assembly faciliies of two OEMs, namely Bombardier and CNR from
Koedoespoort in Gauteng to Durban with specific reference to the relocation costs

involved. Copies of the two proposal are attached as Annexures YL18 and YL19.

72. My comments on these proposals and my concerns from a financial point of view were
articulated in email correspondence, dated 21 June 2015 and 22 June 2015
respectively. The emails, which are attached as Annexure YL20 were addressed to

the Singh, Jiyane, Pita, Silinga from Transnet Legal and Mdletshe.

73. Some of the pertinent concerns raised in my email regarding the CNR proposal

included:

73.1. Increases of approximately 7.2 % aitributed to material costs seemed

excessive.

73.2. The incremental cost of procurement doses not relate to the move to Durban.

This should not be charged. The 9 % interest seemed excessive.
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The cost of this technical support should have been included in the original

price and thus seemed unjustified.

On-site service by technicians should have been included in the original price.

R31.5m for travel and relocation seemed excessive.

The cost of shelving seemed excessive.

The cost for additional forklifts seemed unjustified.

Monthly labour inflation cosis seemed unjustified and seemed doubie counted

Contingency risk of 4 % and risk provision of 9 % is unexplained and seemed to

be additional profit. This seemed excessive.

t received a revised CNR proposal on 23 June 2015 from SCS, | reviewed the revised

proposal and responded on 25 June 2015 that the proposal has not changed from the

previous submission except for a new offer on payment terms. A copy of this proposal

is attached as Annexure YL21 and a copy of my response thereto is attached as

Annexure YL22.

Some of the pertinent concerns raised in my email regarding the BT proposal included:

75.1.

75.2.

BT do not provide a detailed costing of each element that makes up the

additional cost and that this should be requested.

The BT cost information is limited and does not allow for a detailed analysis of

their costing.

Thereafter, | did not receive a further proposal from BT to review.

| was requested to attend a meeting with one of the bidders thereafter to explain my

concems. My concerns were not addressed by the bidder.

o
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78. |was notinvolved in the process thereafter.

YOUSUF ISMAIL LAHER
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EXCERPT FROM THE MINUTES OF THE GROUP EXECUTIVE COMMITTEE MEETING NO. 13/3 HELD ON
22 APRIL 2013 AT 08:30 IN ROOM 4623, CARLTON CENTRE, 150 COMMISSIONER STREET,

JOHANNESBURG

5.3 TFR: Acquisition of 1064 locomotives (ETC R38.6bn)

RESOLVED that the Committee recommended that the Board approves the business case
for the acquisition of 1064 locomotives for TFR's General Freight Business at an estimated
total cost of R38.6bn as per Comporate Plan (excluding potential effects from forex hedging,
forex escalation and other price escalations). 13732
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Office of Ayanda Ceba, Group Company Secratary TRANSNEr

W,
TO WHOM IT MAY CONCERN

'CERTIFIED EXCERPT FROM THE DRAFT MINUTES OF THE SPECIAL MEETING OF THE TRANSNET BOARD OF
DIRECTORS NO.13/3 HELD ON 25 APRIL 2013 AT 14:00 IN BOARDROOM 4623, 46™ FLOOR, CARLTON CENTRE,

JOHANNESBURG
“6.1 Procurement of 1064 locomotives for the TFR General Freight Business

RESOLVED that the Board approved the following:
e The business case for the acquisition of the 1064 locomotives for TFR's General
Freight Business at an estimated cost of R38.6bn as per the Corporate Plan (exciuding
potential effects from forex hedging, forex escalation, and ofher price escalations). 13134

Cerlified a true excerpt

Group Company Secretary
Transnet SOC Lid
Date: 26 April 2013

Teansnet SOC Ltd Cariton Cenire P.Q. Box 72501 i
Registration Number 150 Commissioner Straet Parkview, Johannesburg
1990/3)0900/30 Johannesburg South Africa, 2122

200 T +27 11 308 3001

F +27 11 308 2638
Directors: ME Miwanazt (Chairman) B Molefa® {Group Chief Executive} NK Choubey™ MA Fanucchl ¥ Forbes HO Gazendam MP Mnxasana i Maola NR Njeke IM Sharma Wi transnet. et
;gma ;1 T:l'laahalala DL Tshepe A Singh” (Group Chief Financial Officer}
{¢] n

Group Company Secratary: ANC Ceba






YIL-025

RFP No. TFRAC-HO-8608 Page 1 of 11

TRANSNET

TRANSNET FREIGHT RAIL PART 2
an Operating Division of TRANSNET SOC LTD
{Registration No. 1990/000900/30)

REQUEST FOR PROPOSAL [RFP]

FOR THE SUPPLY OF 599 NEW DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THE GENERAL
FREIGHT BUSINESS (GFB)

RFP NUMBER: TFRAC-HO-8608

CLOSING DATE: 26 February 2013

CLOSING TIME: 10:00 am

BID VALIDITY PERIOD: 30 September 2013

COMPULSORY BRIEFING SESSION:

A compulsory briefing session will be held at the following venue:
Time : 10:00 am

Date ¥ 14 December 2012

Venue ; Transnet Freight Rail, School of Rail Campus
Esselenpark Campus
Main Hall
Mo.1 P91 Road {(Modderfontein Road off R25)
Kaalfontein
Kempton Park
Johannesburg

PLEASE NOTE CHANGE IN VENUE

Transnet Integrated Supply Chain Management PART 2 Template iSCM 11 [RFP for Goods]
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SCHEDULE OF BID DOCUMENTS
Section No

YIL-026
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Page

NOTICE TO BIDDERS ..c..cereeereaereeosssesessessescesesssosssressroserans
1o INTRODUCTION ..cormerreereseeeseeesssessseconseessnsessosasecasnes

2. TRE SUB-CONTRACTING ....ocrvvurevenreesmsrernerns

3. SUPPLIER DEVELOPMENT o.eecerevemrecmrcersocssneenes

3.1, BILL OF MATERIALS ...oovvnreennsinrenns

4. FURTHER RECOGNITION CRITERIA (FRC) .vuernerreeremseeessensessseresensessesases

5. EVALUATION METHODOLOGY AND CRITERIA.....ccouvrvemmseresremsecreosescsons

5.1.  STEP ONE — TEST FOR ADMINISTRATIVE RESPONSIVENESS .veecrerenes

5.2.  STEP TWO - TEST FOR SUBSTANTIVE RESPONSIVENESS TO RFP.......cccceurn..
53.  STEP THREE ~ LOCAL CONTENT ....ovtuoorecesscssormascssesssocsasnses sesneressraes

54.  STEP FOUR - SUPPLIER DEVELOPMENT AND B-BBEE SCORECARD................

5.5.  STEP FIVE - TEST MINIMUM THRESHOLD OF 80% FOR TECHNICAL CRITERIA.............

5.6,  STEP SIX — FINAL WEIGHTED SCORING.........conmtasremmrsarens
5.7. SUMMARY: EVALUATION THRESHOLD AND WEIGHTINGS ........ccccvrcernaaas
6.  ADJUDICATION USING A POINT SYSTEM ......ccovnrimmicisanssinns
7. RETURNABLE DOCUMENTS AND SCHEDULES........ociiiimirreiareicinnsin e aenrrns
7.1, MANDATORY RETURNABLE DOCUMENTS AND SCHEDULES: .......ccceeeeeene
7.2.  ESSENTIAL RETURNABLE DOCUMENTS AND SCHEDULES .........ccoceeceennnn,

RFP ANNEXURES:

ANNEXURE F — FINANCIAL TOTAL COST OF OWNERSHIP (TCO) MODEL

ANNEXURE F (i) - FINANCIAL TOTAL COST OF OWNERSHIP {TCO) MODEL- ENERGY MODEL

ANNEXURE G - SUPPLIER DEVELOPMENT VALUE SUMMARY

ANNEXURE I — DRAFT SUPPLY AGREEMENT (to be issued during the tender process)
ANNEXURE K — LOCOMOTIVE SPECIFICATION — MASTER

ANNEXURE K (i) — LOCOMOTIVE SPECIFICATION = SUMMARY OF CHANGES
ANNEXURE M - B-BBEE PREFERENCE POINTS CLAIM FORM

ANNEXURE N - FURTHER RECOGNITION CRITERIA (CURRENT)

ANNEXURE N (i) - FURTHER RECOGNITION CRITERIA (FUTURE)

ANNEXURE O - BILL OF MATERIALS

o b Vo odaerddi i ie le

.10

Respondent’s Signature PART 2

Date & Company Stamp
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RFP FOR THE SUPPLY OF
599 NEW DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS (GFB)

NOTICE TO BIDDERS

1. INTRODUCTION

This RFP is being issued in parts. This document constitutes Part 2 and will address aspects such as evaluation
criteria, evaluation methodology, weightings, TCO models and designated components/ activities.

Responses to this RFP [hereinafter referred to as a Proposal or Proposals or Bid] are requested from
companies, close corporations or enterprises [hereinafter referred to as an Entity or Respondent or Bidder)
to supply the aforementioned requirement(s) to Transnet.

Should a confiict arise between information submitted under Part 1 and Part 2, Part 2 information will supersede
any information communicated previously,

2.  TRE SUB-CONTRACTING
Participation of TRE in this locomotive procurement process will be prescribed and further details will follow after
the issuance of Part 2 of RFP.

3. SUPPLIER DEVELOPMENT

Supplier Development Proposal/ initiative as referred to in Section 1 dause 6 of Part 1 means a binding
commitment to Supplier Development deliverables including a detailed narrative thereof made by respondents
which will be incorporated as a tenm of the contract.

3.1. BILL OF MATERIALS

The Respondents are further required to complete the Bill of Materials [BOM]), Annexure Q, as part of the
Supplier Development Bid document submission. Respondents should clearly indicate areas of opportunity
where there is a potential for local component purchase or local supplier development as part of their Supplier
Bevelopment Bid Document in the areas of local purchase, fabrication, assembly and repair and maintenance.
Respondents must indicate Yes [*Y") or No ["N"] in the appropriate box indicating whether a potential
opportunity exists or not, The Respondent must indicate the corresponding “National Value Add” [expressed
in ZAR] and a detailed description of the localisation potential in the comment box.

4. FURTHER RECOGNITION CRITERIA (FRC)

Transnet encourages its suppliers to constantly strive to improve their B-BBEE rating. Whereas Respondents will
be allocated points in terms of a preference point system based on its B-BBEE scorecard to be assessed as
detailed in Section 1, Clause 7, in addition to such scoring, further points will be allocated to Respondents score
based on “Further Recognition Criteria” on an ascending scale. Points for FRC (Current) will be allocated based
on the extent to which the Respondent’s current ownership, management control and employment equity meets
or exceeds certain targets. FRC (Future) will be calculated based on the extent to which the Respondent
commits to meet, sustain and/or exceed the minimum compliance targets with its proposed compliance target to
be achieved during the contract period.

All the respondents must complete and return the FRC daim forms for FRC (Current) and FRC
(Future) attached hereto as Annexure N & N (i} respectively.

Respondent’s Signature PART 2 Date & Company Stamp
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RFP FOR THE SUPPLY OF
599 NEW DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS (GFB)

5. EVALUATION METHODOLOGY AND CRITERIA
Transnet will utilise the following methodology and criteria in selecting a preferred Bidder, if so required:

/ Step 1 Step 2 Step 3 Step 4 Step 5 Step 6 \

Minimum .
overall Minimum Minimum Weighted

Threshold is  Threshold Scoring / 100
80%

Administrative Substantive
Responsrveness Responsweness Threshold is

- Price (incl. TCO}:

/¥ - Supplier
Development
. - B BBEE Score |

- FRC Current |
Retumable Supplier “= FRC Future J
Documents Pre-qualification Local Development Technical FINAL

& Schedules Content + BBBEE SCORE
\ Scorecard

5.1. STEP ONE — TEST FOR ADMINISTRATIVE RESPONSIVENESS
The test for administrative responsiveness will Include the following:
EVALUATION CRITERIA RFP REFERENCE

¢ whether the bid has been lodged on time Fage 1 of Part 2

+ whether all returnable documents and/or scheaulos [where Section 4 of RFP Part 1 and
:Eglit%l:ge] were completed and returned by the closing date REP Part 2

» whether the bid documentation has been duly signed by the Section 4 of RFP 1 and RFFP
Respondent. Part 2

The test for administrative responsiveness [Step One] must be passed for a Respondent's
Proposal to progress to [Step Two] for further pre-gualification

5.2, STEP TWO — TEST FOR SUBSTANTIVE RESPONSIVENESS TO RFP
The test for substantive responsiveness to this RFP will include the following:
EVALUATION CRITERIA RFP REFERENCE
s  whether the bid contains a priced offer Section 2 clause 3.1 and
Section 3 clause 1.8 of Part 1
¢  Entity’s finandial stability: ~ Financial Statements Section 3 of Part 1 and Clause
The financial statement submitted by respondents will be 4.1/4.2 of Part 2
reviewed to determine whether the bidder meets the
minimum__requirements for financial stability set by

Respondent's Signature PART 2 Date & Company Stamp
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Transnet, in addition the following must be adhered to:
1. Agreement to the terms & conditions of the Parent
Company Guarantee in the format supplied;
2. Agreement to the terms & conditions of the Advance
Payment Guarantee in the format supplied;
3. Agreement to the Performance bond requirements &
Performance bond terms & conditions in the format
supplied;
4. A minimum warranty period of 2 years for the loco, 6
years for the traction motor and 1 year for spares
after Defects Liability Period; and
5. A minimum long term credit rating of A- [Fitch
Ratings or equivalent] and the issuer should be pre-
agreed with Transnet, for the companies bankers
that will be providing the guarantees.
« whether any other pre-qualification criteria set by | Section I clauses 2.2 and 13.3
I e e Page 1 and Section 4 of Part
I- validity period as amended
by page 1 of Part 2
Section 8 General Bid
Conditions clause 19
Section 10 of Part 1
Section 2, clause 3
Annexure G (Supplier
Development Valve Summary)
as amended in Part 2 and
Section 17 of Part 1
»  whether the bid materially complies with the scope and/or Section 2 of Part 1 and
specification given Annexure K
whether all material terms and conditions stated in the bid All Sections
document have been met

The test for substantive responsiveness [Step Two] must be passed for a Respondent's

Proposal to progress to [Step Three] for further evaluation.

5.3.

STEP THREE — LOCAL CONTENT

Respondents to provide a Local Content declaration as requested in the following Annexures of

Part 1:

Annexure A;
Annexure C:

Declaration Certificate for Local Production and Content [FORM SBD 6.2] and
Local Content Dedlaration: Summary Schedule,

The test for a minimum threshold of 60% for Local Content and deslgnated components/
activities threshold [Step Three] must be passed for a Respondent’s Proposal to progress

to [Step Four] for further evaluation,

Respondent’s Signature

PART 2

Date & Company Starap
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RFP No. TFRAC-HO-8608

5.4. STEP FOUR —SUPPLIER DEVELOPMENT AND B-BBEE SCORECARD
Respondents to provide written declarations as requested in the following Annexures:

5.4.1. B-BBEE Scorecard:

PRE-QUALIFICATION CRITERION RFP REFERENCE

Current status evaluated according to the valid B-BBEE Verification |  sarpion 1 ctause 7 of Part 1
scorecard & Preference Points Claim
Form, Annexure M of Part 2

5.4.2. Supplier Development Bid Document and Supplier Development Value Summary:

PRE-QUALIFICATION CRITERIA RFP REFERENCE
Supplier Development Bid Document: Annexure G as amended in
Part 2

1. Investment in Plant

Technology Transfer/ Sustainability
Down-stream Supplier Development
Skills Development

Job Creation/ Preservation

Small Business Promotion

IR O O

The test for meeting the B-BBEF and SUPPLIER DEVELOPMENT threshold of 40% [Step

Four] must be passed for a Respondent’s Proposal to progress to [Step Five] for further
evaluation.

5.5. STEP FIVE -~ TEST MINIMUM THRESHOLD OF 80% FOR TECHNICAL CRYITERIA

Technical Criteria:

EVALUATION CRITERIA SUB-WEIGHTS
Performance 7.6%
Electrical 28.3%
Mechanical 32.2%
Control 13.4%
Other 18.6%
Total 100%

The following Scoring Matrix will be used to evaluate Technical

For each dlause, scoring shall be done on the following basis
Full Compliance 2
Partial Compliance 1
Non- Compliance 0

Respondent's Signature PART 2 Date & Company Stamp
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CLAUSE CLAUSE SCORING
ABBREVIATION | TYPE WEIGHT | WEIGHT EXPLANATION MATRIX
DES Desirable 3 Desirable feature that may Improve | 0-2

locomotive performance or improve
Safety, Operability, Maintainability,
Availability, Reliability (SOMAR)

ESS Essential 6 Requirements that have been | 0-2
deemed essential because the
analysis conducted by TFR
indicated that these requirements
are necessary to deliver
locometives that meet TFRs
performance requirements.

MAN Mandatory 10 Requirements that are mission | 2 or disqualification
critical to TFR

EXAMPLE OF EVALUATION CALCULATION:

EXAMPLE OF EVALUATION CALCULATION:
DESIRABLE CLAUSE WEIGHT SCORE RESULT
ABCD 3 2 &

Technical Disqualifying /Non-responsive Criteria
* 100% technical compliance is required for all mandatory items. Failure to comply with the
mandatory requirements will lead to disqualification,

e 100% technical response is required for all essential items. Failure to respond to all essential items
(by indicating whether or not the Respondent complies or does not comply with these essential
itemns) may lead to disqualification.

The minimum threshold of 80% for [Step Five] evaluation criteria must be met or exceeded
for a Respondent's Proposal to progress to [Step Six] for final evaluation.

56.  STEP SIX - FINAL WEIGHTED SCORING
'a) Price (Including TCO): Welght 60%
EVALUATION CRITERIA RFP REFERENCE
s Price including Total Cost of Ownership Annexure F & F (i) of Part 2

b) Supplier Development: Weight 20%

EVALUATION CRITERIA RFP REFERENCE

Supplier Development Bid Document: Annexure G as amended in Part 2

Respondent’s Signature PART 2 Date & Company Stamp
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1. Investmentin Plant
2. Technotogy Transfer/ Sustainability
3. Down-stream Supplier Development
4, Skills Development
5. Job Creation/ Preservation
6. Small Business Promoction
Investment in Plant
c) Broad-Based Black Economic Empowerment criteria 20%
l‘ EVALUATION CRITERIA WEIGHT RFP REFERENCE
+  Current Scorecard 10% Section I clause 7 &
+  Further Recognition Criteria (Current) 5% Preference Points Claim
e Further Recognition Criteria (Future) 5% ;",’;’gf;}jﬁ;‘;‘;’? M N
5.7. SUMMARY: EVALUATION THRESHOLD AND WEIGHTINGS
PRE-QUALIFICATION EVALUATION CRITERIA MINIMUM THRESHOLD
Local content and Component/ Activity 60% and as stipulated in Annexure C
Supplier Development and B-BBEE 40%
Technical 80%
EVALUATION CRITERIA FINAL WEIGHTED SCORES
Price (incl. TCO) 60%
Supplier Development 20%
B-BBEE — Score Card 10%
Further Recognition Criteria (Current) 5%
Further Recognition Criteria (Future) 5%
TOTAL SCORE: 100%

Note: Transnet reserves the right to conduct post-tender negotiations with the preferred Bidder/s

6. ADJUDICATION USING A POINT SYSTEM

» The bidder obtaining the highest number of total points in terms of Step 6 of the evaluation
methodology will be awarded the contract, unless there are objective criteria which justify the award
of the contract to a bidder other than the bidder obtaining the highest number of points.

¢  Points scored will be rounded off to 2 [two] decimal places,

» In the event of equal points scored, the bid will be awarded to the bidder scoring the highest number
of preference points for B-BBEE.
However, when two or more bids have scored equal points including equal preference points for

B-BBEE, the successful bid will be the one scoring the highest score for technical.

Respondent’s Signature PART 2 Date & Company Stamp
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RFP FOR THE SUPPLY OF
599 NEW DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS (GFB)

7. RETURNABLE DOCUMENTS AND SCHEDULES

7.1. MANDATOR TURNABLE ENTS AND SCHED :

A list of mandatory returnable documents was issued with Part 1 of the bid document. However the
documents listed below is a consolidated list of all mandatory documents that have to be submitted
with the bid response.

Respondents are required to submit the following retumable documents and schedules with their
responses. All Sections, as indicated in the footer of each page, must be signed, stamped and dated
by the Respondent. Please confirm submission of these mandatory documents and schedules by so
indicating (YES/NQ) in the table below:

RETURNABLE DOCUMENTS & SCHEDULES SUBMITTED
(Yes/No)

SECTION 1 : Notice to Bidders
ANNEXURE A: Declaration Certificate For Local Production And Content
[Form SBD 6.2]
ANNEXURE C: Local Content Declaration: Summary Schedule (as
issued in Part 2)

ANNEXURE N: Further Recognition Criteria (Current)

ANNEXURE N (i): Further Recognition Criteria (Future)

SECTION 2 : Background, Overview and Scope of Requirements
ANNEXURE K : Locomotive Specifications (as amended in Part 2)

SECTION 3 : Financial Offer & Other Pertinent Information

ANNEXURE F : Financial Total Cost of Ownership (TCO) Madel

ANNEXURE F (i): Financial Total Cost of Ownership (TCO) Model -
Energy model

Financial statements for the preceding 3 years

SECTION 17: Supplier Development Initiatives

ANNEXURE G : Supplier Development Value Summary (as amended
in Part 2)
ANNEXURE O: Bill of Materials

Failure to provide all the above-referenced mandatory returnable documents by the closing date and
time will result in a Respondent’s disqualification. Respondents are therefore urged to ensure that all
these documents are returned with their Proposals.

Respondent’s Signature PART 2 Date & Company Stamp
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7.2, ESSENTIAL RETURNABLE DOCUMENTS AND SCHEDULES

Respondents are required to submit the following returnable documents and schedules with their
responses. All Sections, as indicated in the footer of each page, must be signed, stamped and dated
by the Respondent. Please confirm submission of these essential documents and schedules by so
indicating (YES/NQ) in the table below:

RETURNABLE DOCUMENTS & SCHEDULES SUBMITTED
(Yes/No)

SECTION 1 : Notice to Bidders

ANNEXURE D: Imported Content Declaration: Supporting Schedule to Annexure C
(as issued in Part 2)

ANNEXURE E: Local Content Declaration: Supporting Schedule to Annexure C (as
issued in Part 2)

ANNEXURE M: B-BBEE Preference Points Claim Form

SECTION 4 : Proposal Form

SECTION 5 : Vendor Application Form

- Original cancelled cheque or bank verification of banking details

- Certified copies of IDs of shareholder/directors/members [as applicable]

- Certified copy of Certificate of Incorporation [CM29/CM9 name change]

- Certified copy of share certificates [CK1/CK2 if €C]

- Entity’s letterhead

- Original VALID Tax Clearance Certificate

- Certified copy of VALID VAT Registration Certificate [SA companies only]

- Certified copy of VALID Company Registration Certificate

- VALID B-BBEE Verification Certificate [Large Enterprises and QSEs]

- VALID B-BBEE Certificate from Auditor, Accounting Officer or SANAS accredited
verification agency [EMEs]

- Joint Ventures — the Incorporated JV/ Consortium/s must submit a VALID B-BBEE

certificate in their registered name.

Unincorporated joint ventures must obtain a consolidated VALID B-BBEE
Certificate as if they were a group structure, provided that such a consolidated B-
BBEE Certificate is prepared for this venture.

- Audited Financial Statements for previous 3 years

SECTION 6 : Signing Power - Resolution of Board of Directors

SECTION 7 : Certificate of Acquaintance with RFP Documents

SECTION 8 : General Bid Conditions — Goads

ANNEXURE ] — General Bid Conditions Goods

Respondent’s Signature PART 2 Date & Company Stamp
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10 December 2013

Mr Thamsangqa Jiyane

(:eneral Manager (CPO - TFR)

Locomotive tender evaluation for the supply of 599 new electric
locomotives for the General Freight Business

Report of the Cross Functional
Evaluation Team (Finance) |

Purpose of Report
The purpose of this report is to detall the finance team’s objectives, scope, assumptions,
risks and findings from the stage 6 evaluation for the 599 electric Locomotive tender.,

Our understanding is that the contents of this report will be used as a basis for
communication to the 1064 locomotive steering committee and the TER Chief Executive,

Objective

The objective of the stage 6 evaluation was to determine the scoring that each bidder would
obtain based upon the approved evaluation criteria for this stage.

.K‘\"\) Fa\
e
\ f N ‘ M
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Background

Transnet issued an RFP for the acquisition of 599 electric locomotives as was outlined in the
locomotive deployment plan to ensure that TFR would be in a position to provide the
required capacity in support of the MDS. TFR also has 2 need to modemise and upgrade jts
current fleet of locomotives as part of the fleet is in need of replacement. As a result of the
above, TFR has a requirement to procure new locomotives in the short, medium ang long

tem.

The aim of the RFP was 1o elicit bids from locomotive suppliers for the proposat to supply

electric locomotives (the Locomotives) in such a way so as to contribute sufficient tractive
effort to support TFR's growing General Freight traffic projections in the most cost effective

1

manner.

A Cross Function Evaluation Team (Finance) “(CFET (Finance)” was requested to assist in
the evaluation of the financidl and related elements of the tender submissions.
Predetermined criteria, scoring and associated weightings (which were approved by the
relevant authority ~ Transnet Board) was provided to the members of the finance team as
the basis for the stage 6 financial evaluation.

Finance team

The following finance personnel were appointed by the TFR Chief Executive as the CFET
(Finance) and were involved in the evaluation:

Yousuf Laher — Executive Manager, TFR Finance

Danie Smit — Deputy Treasurer Middle Office - Transnet Group Treasury
Zunaid Vally ~ Executive Manager, TFR Finance

Thabo Seapi - Senior Manager, TFR Finance

Mohammed Moola ~ Senlor Manager, TFR Finance

Tsiets| Tlaletsi ~ Debt Manager, Transnet Group Treasury

-3
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Briefing session and bidders included in stage 6

The Supply Chain Services (TFR) ("SCS*) team in the presence of Transnet Internal Audit
("TIA") briefed certaln members of the team on the first day of the evaluation. The following

aspects were mentioned to the CFET {Finance) in this briefing:

* The technical team required the base price to be normalised based on varioys options
that were requested to be included as part of the locomotive technical specification;

Six of the seven bidders made it to stage 6 and as such these six had to be evaluated as
part of this stage of the evaluation. After subsequent discussions at the steering
commiitee we were advised by SCS that as bidder 6 did not provide any technical
Information around a Co-co locomotive and TFR’s requirement was for 599 Co-co
locomotives, bidder 6 should be excluded from stage 6 of the evaluation. As such we
did not conclude our evaluation of bidder 6 as there was no need to further evaluate,

The finance team were not provided with any information relating to the other bidders
excluded from the 1™ five rounds of the evaluation.

Bidder files, Laptop computers and CD’s made available

SCS ensured that all relevant bidder files were made avallable to the CFET (Finance) each
day. Only the relevant files were made available to the CFET (Finance).

These files remained in the control of SCS for the duration of the tender evaluation, At no
point dwring the evaluation period were any files, documents or notes removed from the
boardrooms where the evaluations were being performed. All notes, documents or Spread
sheets generated by the CFET (Finance) during evaluation sessions remained In the

boardroom where the evaluation was conducted.

Certain technical files which contained financial information relative to the option pricing

were reviewed for further information and clarity on the pricing evaluation. The reason for
reviewing the technical files was as a result of bidders providing the detailed explanations

and submissions for certain aspects of the price in the technical files. These files were again
only reviewed in the presence of the SCS and TIA personnel.

SCS provided laptop computers with which to conduct the evaluation, Al workings were
conducted on these laptop computers. These laptop computers were never removed by the
finance team from the boardrooms where the evaluation took place. These laptop
computers remained in the possession of SCS when not in use by the finance team, CD%
retumed by bidders with the relevant financial information required for the evaluation was
loaded onto some of these laptop computers. These laptop computers were used in the

presence of the SCS and TIA personnel.
. <" i £
All backups of files on these laptops were kept by SCS on hard disks in a location, QZ\JSK N
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Declarations of interest /conflicts

Ali CFET (Finance) members completed and signed their declarations of interest as reguired
by SCS before the commencement of the evaluations on a regular basls. No CFET (Finance)
member declared any interest in the bidders or declared any conflict of interest throughout

the evaluation period,

Scope

The scope of our review was kmited to evaluating the following in terms of stage 6 of the
RFP and the approved evaluation criteria for this stage. As advised by SCS, the percentages
and criteria listed below are the predetermined criterfa as specified by the Transnet Board,

WHAT IS BEEING MEASURED WEIGHT | | EFFECTIVE |
WEIGHT
100.00% 60.00%
1|Price 30.00% 18.00% |
2[Totai Cost Of Ownership (TCO) 20.00% 12.00%
3|Delivery Schedule (0S) 28.00% 15.00%
4]Payment Terms (PT} 10.00% 6.00%
RFP & Contractusl Compliance (CC) 10.00% 6.00%
—Slﬁnanelal Stability (FS) 5.00% 3.00%

There were no changes to the predetermined criteria apart from the following which
requires approval of the Steering Committee and the Transnet Board:

= The "Price” evaluation criteria required hedging costs and escalations to be induded,
This was changed to evaluate on the basis of price excluding hedging costs and
escalations (refer to the detailed explanations in the report below),

The detailed scoring criterla and scoring results are included as part of Annexure A,

e Based on a Steering Committee decision we were informed by SCS that our scope
should be limited to the evaluation of 599 Co-co locomotives only.

*  With regard to the pricing of options we were provided a fist of options from CFET
(Technical) for the purpose of including these items into the base price. Our scope
was limited to including the prices as provided by the bidders for these technical
options into the base price. We did not have access to technical files fo\verify that
the responded technical scope included these options or not. -

2003/12/10 11:37 AM CONFIDENTIAL
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Technical team involvement

At certain stages during the evaluation the CFET (Finance) requested, through scs
assistance from the technical team around aspects of: !

1. The request to *normalise” the base price;
2. Conducting an evaluation of the energy models submitted as pait of the Tco

evaluation;
3. Reviewing the scheduled and unscheduied maintenance elements of the TCO model

for reasonability.

Details of this assistance are summarised below:

As part of the request to normalise the base price, a schedule was provided to the
CFET (Finance) of items that the CFET (Technical) advised were reguired. In these
instances, the CFET (Finance) were advised:

« That certain bidders had provided these items as “options” in their submissions
and;

o Other bidders had indicated avallability of the “options”, however, the CFET
(Technical) were not clear as to whether these items were appropriately costed,

quoted and Included in the price.

The schedule submitted gave indications of what the CFET (Technical) expected to
be done by the CFET (Finance). The detailed schedule is included as "Annexure B" of

this report. In summary the following process was followed:

Adjust the price of the relevant bidders where bidders were not consistent in
inciuding the cost of the Item in their base price;

Obtain pricing, for those “Items” included in the schedule, from bidders who had
not submitted quotes and

o Effectively the CFET (Finance) were required to “normalise” the base price
submisslons for appropriate comparison between the bidders for those options
that the CFET (Technical} believed must be included in the price.

*

Two members of the technical team (Chris Uys and Elvis Tshivilinge) were made
available to discuss and darify the base price “normalisation” issues, These

discussions took place in the presence of SCS and TIA.

Subsequent to the Initial phase of the evaluation, clarity questions were submitted to
the bidders regarding the requirements of the detailed schedule (Annexure B) from

the CFET (Technical).
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The CFET (Finance) used the responses received from bidders on darification
questions to conclude on the final ‘Normalised Base Price’.

Five members of the technical team (Devendran Govender, Winfried Mors, Trevor
Downing, Justice Ngwenyama and Chris Uys) were made available to conduct the
energy model evaluation. The energy model was designed by CFET (T echnical) and
was fully evaluated by CFET (Technical) without the involvement of CFET (Finance).

CFET (Finance) incorporated the results of the energy model evaluation into the

stage 6 TCO made! finandial evaluation,

The CFET (Finance) found numerous inconsistencles in the manner in which bidders
chose to complete the scheduled and unscheduled maintenance portions of the TCO
model. The CFET (Finance) recommended that the CFET (T echnical) review the
models for reasanability with the purpose of allowing the CFET (Technical) to guide
the CFET (Finance) in making decisions to score the TCO models submitted as well
as to guide the CFET (Finance) In their deliberations as to whether the models
submitted would actually meet the requirements to be scored fairly amongst bidders.

Four members of the technical team (Devendran Govender, Frikkle Hanis, Eugene
Russouw, Chris Uys) were made available to conduct a review of the scheduled and

unscheduled maintenance regimes as supplied by bidders for reasonability,

Transnet Internal Audit involvement

TIA was present at evaluations sessions as requested by $CS to ensure good corporate
govemance. KPMG, Sekela Xabiso and Nkonkl incorporated are the outsourced service

provider of the Internal Audit function for Transnet,

We noted during our evaluation that KPMG were the auditors of one of the bidders,

This matter was reported to the SCS representatives present. We were advised that the
process of evaluation must continue with TIA continuing to perform the oversight role for
good governance,

< R
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Methodology of scoring
Scoring of points was completed using the set predetermined criteria and weightings for
each section of the financial evaluation.

The process for scoring, checking and evaluating the short-listed bidders was done Jointly by
all members of the CFET (Finance) in the presence of SCS and TIA. All results submitted

were based on consensus agreement amongst ail the CFET (Finance). Yousuf Laher was a
key person in the development of the evaluation model and RFP requirements, in

conjunction with SCS. He outlined to all members of the CFET (Finance) the processes,
procedures and methodoiogy of scoring.

Meetings held

During the course of the evaluation, ail meetings were heid In.the presence of SCS and TIA.
These included meetings with the following parties:

» Technical (the purpose of these was to dlarify issues that pertained to the technical
options that required normallsation of the base price, to brief the technical team in
preparation of their review of the TOO mode! and to recelve input from the technical

team around the energy model);
Legal (the purpose of these was to advise and assist the legal representative during the

contractual compliance evaluation);
* Meetings with CPO (the purpose of these meetings was mainly to provide the CPO with
an update on the progress of the financial evaluation process and to obtain guidance on
certain matters that required interpretation or clarification related to the RFP or other

sections (Technical/SD of the evaiuation).
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Results of scoring

1. Price

The resuit of the *Price” evaluation is reflected below:

[ — ] ————

» The Board approved evaluation criteria supplied to the CFET (Finance) indicated
that the price evaluation must be done on the basis of the price including foreign

exchange hedging costs and escalations;

¢ The CFET (Finance) was unable to evaluate on the basis of a fixed price including
escalations and hedging costs (refer explanations in the sections below);

* The price evaluation was therefore done based on the price excluding hedging
and escalation costs for all bidders, The risk impact of this is outlined in the

"Overall Risks” section of this report;

Escalations
* The RFP requested bidders to submit a price In line with the following options;

o Fixed pricing;
o Escalation based pricing;
o Indexation formula’s used in pricing calculations;

Most bidders chose the option of providing prices based on ejther escalation or
indexation based pricing. Most of the bidders did not offer a fixed price as was
required by the Board approved evaluation criteria in order to conduct the

evaluation;

« It was noted that bidders provided various differing escalation regimes that were
not comparable to normalise a ‘Base’ price over the period of the locomotive

supply contract;

+ Some bidders were not willing to provide fixed pricing (inciuding escalation)
over the delivery period due to the risks involved for them in this type of a

pricing mechanism; \ -
VAR ~ Mty
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» The wording of the RFP with regard to foreign exchange hedging costs was
subject to interpretation in that bidders were recommended (but not required) to

provide a price including hedging costs;

» The RFP stipulated that TFR would prefer a Rand based contract and that the
bidders must submit the cost of hedging and a hedging strategy. Although some
bidders did provide the cost of hedging, they stated clearly that appropriate
hedging strategles will be discussed and agreed upon at the contract award
stage. In addition as part of their RFP response some bidders provided the cost
of hedging whereas other bidders did not submit the cost of hedging;

*  Through a process of clarification and in order to ensure that hedging costs were
excluded from their ‘Base’ price, all bidders were requested to confirm whether
their 'Base’ prices quoted excluded foreign exchange hedging costs and jf these
were included to then provide the quantum thereof. Bidders were also requested
to provide us with an estimated cost of hedging whether included in the Base

price or not;

* As the cost of hedging will most likely change due to exchange rates fluctuating
between evaiuation and final contract signature date, and because the cost of
hedging will in any case be base-lined, checked for reasonabiilty by Transnet
Treasury, and agreed to on the date of contract signature, it would be more
appropriate to exclude the cost of hedging from the evaluation at this point;

* An important point to note is that none of the bidders Indicated that they were
unwilling to enter into a foreign exchange hedging arrangement with TFR at the
time of contract signature:

+ In order to proceed with the price evaluation on a consistent and fair basis, the
CFET (Finance) agreed, after consultation with SCS, that it would be more
appropriate to exclude escalations and hedging costs from the price evaluation
and thereby attain 2 more normalised price for evaluation purposes. This was
agreed to with SCS on the proviso that this change to the evaluation
methodology be brought to the attention of the Steering Committee and

Transnet Board for approval prior to the award of the contract;
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Normalising the “Base” Price for evaluation

Technical Options

» The 'Base’ price, as submitted by all bidders was normalised for the “technical
option” items as requested by the technical evaiuation team. Refer “Annexure B~
which contains a list of all option items that were normalised;

The provisioning of ECP/WDP and RDP was a mandatory requirement per the
technical specifications. Based on our discussions with CFET (Technical), aj
bidders have confirmed, in the technical response that they fully complied with
this requirement. It was therefore concluded that all bidders had indluded the
cost of provisioning in their base price and no adjustment to this item was

required for evaluation purposes;

The cost of either ECP/WDP or RDP was included in the base price, as the CFET
(Technical) have advised that it is probable that this option would be exercised,
We were advised by the GM Logistics Integrator (Pragasen Pillay) as to the
number of ECP/WDP, RDP or ECP/WDP/RDP combination that must be applied
over the fleet. (refer Annexure B for allocation and assodiated cost of this spiit);

» All bidders inciuded the provisioning of ECP/WDP or RDP into their price. None of
the bidders included the equipment cost in their base price. Based on the advice
from CFET (Technical) we therefore inciuded the equipment cost of ECP/WDP
and RDP for all the bidders onto their base price for the purpose of normalising

the base price;

= The RFP did not indicate the date that bidders should use to convert foreign
exchange as part of the imported content of their price. As such bidders made
thelr own assumptions and each used a rate and date of thelr choice. The result
of this Is that a comparison of base prices with different dates and rates would be
inconsistent.  In order to normalise the price for changes due to foreign
exchange differencas and movements since RFP closing date, the CFET {Finance)
normalised the prices based on exchange rates as at 11" November 2013
(USD/ZAR 10.37, EUR/ZAR 13.91, JPY/ZAR 0.10457). As a consequence bidders
were requested in a clarity question to confirm their foreign currency components
included in their ‘Base’ price. These foreign currency companents were converted
at spot rates on the 11" of November 2013 for the purpose of comparing prices

between bidders;
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Using TE as a_main subcentractor

* The RFP part 2 dictates as follows “participation of TRE in this locomotive
procurement process will be prescribed”. In terms of the evaluation governance
process CFET (Finance) does not have access to ‘Supplier Development” filas, As
such CFET (Finance) assumed that all bidders have provided pricing based on
the utilisation of TE as the main subcontractor:

* SCS5 however advised CFET (Finance) that the Supplier Development files
submitted by Bidders Indicated that Bidder 3 & Bidder 7 did not specify the use of
TE as the main subcontractor and that this could have a potential price
adjustment implication. SCS also mentioned that bidders were likely to0 make
different assumptions in the use of TE as a main subcontractor including the
percentage that would be subcontracted. These assumptions which were not
specified by TFR in the RFP process could differ significantly between bidders.
Accordingly SCS  subsequently decided to obtain clarity from bidders on this

matter;

SCS in conjunction with the TFR CE and Transnet GCE and GCFO decided that
clarity should only be obtained from those bidders who inciuded TE as a main
subcontractor. The clarity request was to establish what proportion of the
bidder’s price reiated to the use of TE;

+ Accordingly the methodology provided to the CFET (Finance) was that all bidders
should be evaluated excluding the use of TE as a main subcontractor in order to

normalise the base on which to evaluate price;

» Based on this decision clarity responses were only issued to Bidder 1, Bidder 2
and Bidder 5 (those bidders who indicated the use of TE as a subcontractor);

Clarity responses were received from these bidders who indicated the impact on
price and the new bid price for 599 COCO locomotives if TE was not used as
subcontractor. The summary of these responses is as follows:

o Bidder 1 provided the required information as requested and indicated
that the impact of not using TE as a subcontractor would be a decrease in

price of R 1 905 514;

Bidder 5 provided the required information and indicated that there would
be no impact on the bid price per locomotive if TE was not used as a
subcontractor;

Bidder 2 provided the required information, however we noted that their
new submitted bid price excluding TE as a subcon did not reconcile

to their original bid price. The difference noted +2 010 pO0 per: ;‘x\
- / 3
Y 1 .4-"""‘1'/'/ [\1
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locomotive. This posed a risk to the evaluation of the price and the CreT
(Finance) subsequently consulted with SCS to explain the concemn as the
impact of this difference was significant in relation to the final scoring on

price;

o It was subsequently decided by SCS that further clarity from Bidder 2 was
required to understand this difference. SCS together with a representative
of the finance team and in the presence of TIA engaged Bidder 2
telephonically on the evening of the 4 December 2013 to discuss this un-

recencited difference;

o Bidder 2 indicated that the difference related to 2 ‘Discount’ offered on
the originai price. It was then mentioned to Bidder 2 that this was not
what the clarity had sought and that their new bid price shouid not reflect
in anyway further discounts offered by them at this stage. Subsequent to
this telephonic conversation Bidder 2 submitted a new clarity. It was
however noted that this clarity seemed to have reflected the ‘Discount’
into the TE portion of the new bid price. Bidder 2 originally submitted a
reduction in price due to TE portion of R 3 480 000 per locomotive and
the subsequent submission from them indicated it to be R 5 430 000 per

locomotive;

o CFET (Finance) then further engaged SCS to provide guidance on this
issue as we were unable to determine the appropriate way forward, The
main concern from the CFET (Finance) was the uncertainty of whether or
not Bidder 2 may have subsequently included this ‘Discount’ portion of
R 2 010 000 into thelr price thereby having the potential impact of
unfairly prejudicing other bidders.in the evaluation process;

o The CFET (Finance) was advised by SCS that based on discussions with
the GCE and the GCFO that the evaluation should proceed on the basis
excluding this potential discount and as such the CFET (Finance) utilised a
reduction in price of R 3 480 000 for the evaluation;

o The CFET (Finance) subsequently completed the evaluation on this basis;

¢ In summary the impact of exduding TE from the normalised base price Is as
follows:
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» The normalised pricing used for evaluation™ purposes of all bidders (capital
acquisition cost) excluding TE as the main subcontractor i.e. using private sector
as the main subcontractor is summarised as per the table below;

E ol

| 32833423 34716188 46 301 906 nfa 38 081 755 wa BB

Assumptions used for pricing

Other than as noted above the following additiona! assumptions were used by the
CFET (Finance) in the price evaluation:

¢ Where the import content percentage was not supplied by bidders as part of
their pricing praposal and or clarification then the local content declaration form

as supplied by bidders was used to obtain the imported content;

* The RFP requested break point pricing for batches of locomotives, As the TFR
requirement is for 599 locomotives, the CFET {Finance) used the pricing provided
by bidders for 599 locomotives to conduct the evaluation;

* The price of a standard list of capital spares and spare parts was requested as
part of the RFP, to be included in the acquisition cost of the locomotive, Where
bidders added additional items to this list of capital spares ang spare parts then
these items were excluded for evaluation ptrposes in order to ensure that the
bidders were evaluated on the standard list thereby ensuring the evaluation was
performed on an “like for like” basis. In instances where a bidder did not provide
a price for a capital spare or spare part as per the standard list, then an average
price of the remaining bidders was used to ensure that a realistic comparison was

achleved:

The Bonus points for Value Added services were not assessed, The main factor
for this decision is that this Item was not dearly defined in the RFP and the
technical team had no view of the requirement of “value add® aspects and the
technical team was not allowed to have access to the finandial files, Therefore
the finance team could not assess value added services.
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10 December 2013

Mr Thamsangqa Jiyane
General Manager (CPO - TFR}

Locomotive tender evaluation for the supply of 465 new diese}
locomotives for the General Freight Business

Report of the Cross Functional
Evaluation Team (Finance)

|‘_i

Purpose of Report
The purpose of this report is to detail the finance team’s objectives, scope, assumptions,
risks and findings from the stage 6 evaluation for the 465 Diesel tender,

Locomotive
Our understanding is that the contents of this report will be used as a basis for
communication to the 1064 |

ocomotive steering committee and the TFR Chief Executive,

Objective

The objective of the stage 6 evaluation was to determine the scoring that each bidder would
obtain based upon the approved evaluation criteria for this stage,

&-\?,} )
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Background

Transnet issued an RFP for the acquisition of 465 diese! locomotives as was outlined in the
locomotive deployment plan to ensure that TFR would be in 2 position to provide the
required capacity in support of the MDS. TFR aiso has 2 need to modernise and upgrade its
current fleet of diesel locomotives as part of the fleet is in need of replacement, As a result
of the above, TFR has a requirement to procure new locomotives In the short, medium and
long term.

The aim of the RFP was to elicit bids from locomotive suppliers for the proposal to Supply
diese! locomotives (the Locomotives) in such a way so as to contribute sufficient tractive
effort to support TFR's growing General Freight traffic projections in the most cost effective

manner.

A Cross Function Evaluation Team (Finance) "(CFET (Finance)” was requested to assist in
the evaiuation of the financial and related elements of the tender submissions,

Predetermined criteria, scoring and assoclated weightings (which were approved by the
relevant authority — Transnet Board) was provided to the members of the finance team as

the basis for the stage 6 financial evaluation.

Finance team

The following finance personnel were appointed by the TFR Chief Executive as the CFET
(Finance) and were involved in the evaluation:

Yousuf Laher - Executive Manager, TFR Finance

Danie Smit - Deputy Treasurer Middle Office - Transnet Group Treasury
Zunaid Vally - Executive Manager, TFR Finance

Thabo Seapi — Senior Manager, TFR Finance

Mohammed Moola — Senior Manager, TFR Finance

Tsietst Tialetsi — Debt Manager, Transnet Group Treasury

b,

A
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Briefing session and bidders included in stage 6

The Supply Chain Services (TFR) ("SCS”) team in the presence of Transnet Internal Ay
("TIA”) briefed certain members of the team on the first day of the evaluation, The following
aspects were mentioned to the CFET (Finance) in this briefing:

¢ The technical team required the base price to be normalised based on various optiong
that were requested to be included as part of the locomotive technical Specification;
All four bidders have made it to stage 6 and as such they all have to be evaluated a5

part of this stage of the evaluation;

Bidder files, Laptop computers and CD's made available

SCS ensured that all relevant bidder files were made available to the CFET (Finance) each (
day. Only the relevant files were made available to the CFET (Finance). L

These files remained in the controf of SCS for the duration of the tender evalyation, At no
point during the evaiuation period were any files, documents or notes removed from the
boardrooms where the evaluations were being performed. All notes, docurnents or spread
sheets generated by the CFET (Finance) during evaiuation sessions remained in the
boardroom where the evaluation was conducted.

Certain technical files which contained financial information relative to the option pricing
were reviewed for further information and clarity on the pridng evaluation, The reason for
reviewing the technical files was as 2 result of bidders providing the detailed explanations
and submissions for certain aspects of the price in the technical files. These files were again
only reviewed in the presence of the SCS and TIA personnel,

SCS provided laptop computers with which to conduct the evatuation, All workings were
conducted on these iaptop computers. These laptop computers were never removed by the
finance teari from the boardrooms where the evaluation took place. These laptop 4
computers remained in the possession of SCS when not in use by the finance team. CD’s (* :
returned by bidders with the relevant financial information required for the evaluation was
loaded onto some of these laptop computers. These laptop computers were used in the

presence of the SCS and TIA personnel.
All backups of files on these laptops were kept by SCS on hard disks in 3 safe location.
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Declarations of interest /conflicts

All CFET (Finance) members completed and signed their declarations of interest ag requireg
by SCS before the commencement of the evaluations on a regular basis. No CFET (Finance)
member declared any interest in the bidders or declared any confiict of interest throughoyt

the evaluation period.

Scope

The scape of 6ur review was iimited to evaluating the following in terms of stage 6 of the
oved evaluation criteria for this stage. As advised by SCS, the percentages

::g :?glmisbedbelow are the predetermined criterla as specified by the Transnet Board
T “WHAT 18 BEBNG MEASURED WEIGHT | EFFECTIVE

| R s i "100. — 60.00%

Price i 3000% | 18.00% |
Aol GO O e, | 00% | moo% |
j_ﬁnry Schedule (D8) e y j' W— _{s_ﬁ}:ﬁ
-—dﬁF-P.& Contrictual Compliance {CC) ~ 1 to00% | &0

|Financial Stability (F5) T B.00%

There were no changes to the predetermined criterla apart from the following which
requires approval of the Steering Committee and the Transnet Board:

e The “Price” evaluation criterla required hedging costs and escalations to be included.
This was changed to evaluate on the basis of price excluding hedging costs and
escalations (refer to the detailed expianations in the report below).

The detailed scoring criteria and scoring results are included as part of Annexure A,

With regard to the pricing of options we were provided a list of options from CFET
(Technical) for the purpose of including these items into the base price. Our scope was
limited to including the prices as provided by the bidders for these technical options into the
base price, We did not have access to technical files to verify that the responded technical

—
F

scope included these options or not. <

f
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Technical team involvement

At cerfain stages during the evaiuation the CFET (Finance) requested, through scs
assistance from the technical team around aspects of: !

1. The request to "normalise” the base price;
2. Conducting an evaiuation of the energy models submitted as part of the Tco

evaluation;
3. Reviewing the scheduled and unscheduled maintenance elements of the TCO model

for reasonability.

Details of this assistance are sumrmarised below:

As part of the request to normalise the base price, a schedule was provided to the
CFET (Finance) of items that the CFET (Technical) advised were required. In these
instances, the CFET (Finance) were advised:

e that certain bidders had provided these items as “options” in'thelr submissions

and;
* Other bidders had indicated availability of the “options”, however, the CEET

(Technical) were not clear as to whether these items were appropriately costed,
quoted and inciuded in the price.

The schedule submitted gave Indications of what the CFET (Technical) expected to
be done by the CFET (Finance). The detailed schedule is induded as “Annexure B” of

this report. In summary the following process was followed:

Adjust the price of the relevant bidders where bidders were not consistent in
including the cost of the item in their base price;

Obtain pricing, for those “items” included in the schedule, from bidders who had
not submitted quotes and

» Effectively the CFET (Finance) were required to “normalise” the base price
submissions for appropriate comparison between the bidders for those options

that the CFET (Technical) believed must be included in the price,

Two members of the technical team (Chris Uys and Elvis Tshivilinge) were made
available to discuss and clarify the base price “normalisation” issues, These

discussions took place in the presence of SCS and TIA,

Subsequent to the initial phase of the evaluation, clarity questions were submitted to
the bidders regarding the requirements of the detailed schedule (Annexure B8) from

the CFET (Technical).
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The CFET {Finance) used the responses received from bidders on clarificatign
questions to conclude on the final ‘Normalised Base Price’.

Five members of the technical team (Devendran Govender, Winfried Mors, Trevor
Downing, Justice Ngwenyama and Chris Uys} were made available to conduct the
energy model evaluation. The energy model was designed by CFET (Technical) ang
was fully evaluated by CFET (Technical) without the involvement of CFET (Finance),
CFET (Finance) incorporated the results of the energy modef evaluation into  the
stage 6 TCO mode{ financial evaluation.

The CFET (Finance) found numerous inconsistencies in the manner in which bidders
chose to complete the scheduled and unscheduled maintenance portions of the TCO
model. The CFET (Finance) recommended that the CFET (Technical) review the
models for reasonability with the purpose of allowing the CFET (Technical) to guide
the CFET (Finance) in making decisions to score the TCO modeis-submitted as well
as to guide the CFET (Finance) in their deliberations as to whether the models
submitted would actually meet the requirements to be scored fairly amongst bidders,

Four members of the technical team (Devendran Govender, Frikkie Harris, Eugene
Russouw, Chris Uys) were made availabie to conduct a review of the scheduled and

unscheduled maintenance regimes as supplled by bidders for reasonability,

Transnet Internal Audit involvement

TIA was present at evaluations sessions as requested by SCS to ensure good corporate
governance. KPMG, Sekela Xabiso and Nkonki incorporated are the outsourced service

provider of the Intemnal Audit function for Transnet,

We noted during our evaluation that KPMG were the auditors of two of the bidders.

This matter was reported to the SCS representatives present. We were advised that the
process of evaluation must continue with TIA continuing to perform the oversight rote for

good governance,
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Methodology of scoring

Scoring of points was completed using the set predetermined criteria and weightings for
each section of the financial evaluation.

The process for scoring, checking and evaluating the short-listed bidders was done jointly by
all members of the CFET (Finance) in the presence of SCS and TIA, All resuyits submitted
were based on consensus agreement amongst all the CFET (Finance). Yousuf Laher was a
key person in the development of the evaluation model and Rfp requirements, in
conjunction with SCS. He outiined to all members of the CFET (Finance) the processes,

procedures and methodology of scoring.

Meetings held

During the course of the evaluation, all meetings were heid in the presence of SCS and T1A,

These included meetings with the following parties:

¢ Technical (the purpose of these was to clarify issues that pertained to the technical
options that required normalisation of the base price, to brief the technical team in
Preparation of their review of the TCO model and to receive Input from the technicai

team around the energy model);
Legal (the purpose of these was to advise and assist the legal epresentative during the

contractual compliance evaluation);

¢ Meetings with CPO (the purpose of these meetings was mainly to provide the CPO with
an update on the progress of the finandal evaluation process and to obtain guidance on
certain matters that required interpretation or clarification related to the RFP or others

sections (Technical/SD of the evaluation).
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RFP No, TFRAC-HO-8608

SECTION 9 : Certificate of Acquaintance with Draft Supply Agreement

ANNEXURE I - Draft Supply Agreement

SECTION 10 : RFP Dedaration Form

SECTION 11 : Breach of Law

SECTION 13 : Supplier Code of Conduct

SECTION 14 : Certificate of attendance of Site Meeting / RFP Briefing

SECTION 15: Certificate of Acquaintance with Specifications and Drawings

SECTION 16 : Non-Disclosure Agreement

ANNEXURE H : Non-Disclosiure Agreement

Failure to provide all the above-referenced essential returmable documents may result in a Respondent’s
disqualification. Respondents are therefore urged to ensure that all these documents are returned with
their Proposals. Transnet in its sole discretion may afford Respondents a further opportunity to submit
these essential returnable documents.

Respondent’s Signature PART 2 Date & Company Stamp
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ANRNEAUKE B

 TrenenetSOCLNM. 13 GrtonRoad.  Private Bag X47
Registration Parktown Johannestarg AN
Number 2158 2000 wr
1990/000900/30 Tel: 011 584 0509 r
Fax: 011 774 9978
frwae o .
MEMORANDUM ,
www.transnet.net
TO : 1064 Locomotive Steering Committee
FROM H The Cross Functional Evaluation Team (CFET) (Finanoe)
DATE : 15 January 2014
SUBIECT : mmmm-mlTSOFWMDMOW'
RESPONSES

- S

1) Thepurpnseafﬂﬂsmemolsmpmvidemeﬁeeﬂngm&teewrmanupdateofme
evaluation resuits based on the ‘Best and Final Offer's (BAFO)' recelved;

BACKGROUND:

2) On 27 December 2013 the lmsmmmnmmmwamm(mnedmnmm
mﬂECFETHnancemquesﬁngﬂmta‘BatmﬁnaIOﬁefmbemuedmaﬂﬂiddas;

3) Responses from Bidders were received on 10 January 2014;

BUDGET IMPLICATIONS:
4) There are no budget implications applicable to this memo;
FINANCIAL IMPLICATIONS:
Outcome of responses received:
5) The table below outlines the BAFQ prices as provided by the Bidders:
Bidder 1 Bidder 2 Bidder 3 Bidder 4
BAFO Evaluated price R30 455335 |R30320728 | R40244 313 | R27 150 485
Previous BEvaluated price R44 232 B53 | R33 254 876 R42 761 272 | R27 493 481
Difference R13 777 518 | R2934 148 R2 516 959 | R333 996
for evaluation

Notbe: A recondiliation of the BAFO price submitted and the previous price
is attached heretn (Annexure B)

. »»\é@
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6) Bidder 15 BAFO price was reduced by R13.8 million (319%). This Is a significant reduction

8)

9)

from the original price offer;

Snmemdderslndudedaddmmalsorelahedmmlshmeirmponse. We advised SCS of
these items for further consideration;

10)This memorandum must be read in conjunction with the CFET (Finance) report dated 10%

December 2013;

mey “Tn
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CONCLUSION: ’ }

11) The updabed evaluation results are reflected below:

12) Bidder 4 still has the highest overall points scoring. The final scoring for Bidder 1 and Bidder

2 is almost the same (0.8 points difference).

SUBMITTED BY:

Mr. Mohamined Moola Mr. Danie Sigit
Senior Manager: TFR Deputy Tr iddle Office: Group Treasury
Date: 15/ {20y Date: Jo14(0/f (6

\J i sllw %”e

Mr. er Mr. Thabo Seapi
Executive Manager: TFR Senior Manager: TFR
Date: Date: /5 for/ 2004
. ¥l Vally Mr. ToretsHTidlets!
Manager: TFR : Group Treasury
Date:

Debt
Date: / ’/{9‘3"*
A
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ANNEXURE C

Transnet SOC LY, 13 Girton Road. Private Rag X47 TRANGNE]
Number 2193 2000 "r
1990/000900/30 Tek: 011 584 0500

Fa; 011 774 9978

MEMORANDUM
Www.ranenet net
TO g 1064 Locomotive Steering Committee
FROM ¢ The Cross Functional Evaluation Team (CFET) (Finance)
DATE ¢ 15 January 2014 —
SUBJECT : SQQELECTRICLOCOHOTNES—REQJLTSOF‘BESTAHDFINALOFFER'
- RESPONSES

PURPOSE:

1) Mnmdmkmommmmmmmmmmmamemu

of the 'Best and Fina! Offer (BAFO)' response from Bidders 1 and 2;

BACKGROUND:

2) 0n27DéoemberZOl3ﬁe10545haedngmmitheeEmmdammo(AﬂadnedAnnmmA)to
mmmMmmmaa'mmmwmmwmmdmnmz;

3) Responses from Bidders 1 and 2 were received on 10 January 2014;
BUDGET IMPLICATIONS:

4) There are no budget implications appiicable to this memo;
FINANCIAL IMPLICATIONS:;

Outcome of responses received:

5) The table below outlines the BAFO prices as provided by the Bidders 1 and 2:

Bidder1 Bidder 2
BAFO Evaluated price R32 377 762 R32 462 295
Previous Evaluated price R32 833 423 R34 716 188
Difference RAS5 661 R2 253 893

is attached hereto {(Annexure B) :E (&

=S
Note: A reconciliation of the BAFO price submitted and the previous price used aluation
.. M
/
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9) Thismemorandummmtbereadlnomjuncﬂmuﬁﬂuﬂmm(ﬁname)repmtdm 10"

Dacember 2013,

SUBMITTED BY:

Mr. Mohammed Moola
Senior s TFR
Date: 15[y /204

Mr.(Zurialy Valty
Executive Manager: TFR

Mr. Danie Sriit
Deputy Treas le
Date: 40/A4 oS

Mr. Thabo Seapi
Senlor Manager: TFR

Date: 1< /Of/ -ZC'-VC’-

MsTelets! Tiatetsi

Debt er: Group Treasury

Date: /< [/Jg{tF

OITice:Group'li'emwy
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Antsxore B
Raconcixtion betwees BAFD (Beet and Finel Offer) sbitted by Jonery 2054 and pricen v for ayetstion 88 per Deceevhar 2013 report ’ ;

BAFD peion por loce ay auherdftinel by blakder
A gt Mot Bins 0 aaconciie 0 prine e Anneas F: 1 827 468 536 007
Speciat toolg
Capled Spares 51 240 2 918
Conmursbing 4530
Speres hokfing 7 as 598 2D
Sehup oot
e
Roowt Hedglng 125y un
Price gus looe sshmitted 25 par snnex F, bafore the impact adisstracnts asd aplions 30070951 | 29 536007 |
AStraanly: io nivmaiiae:

~15 340 =22 645

Deguce Schedol 8 capftal spary
Deetioct Fare hedging ij' a% = -

Sy Totw 1 (Arsssded SARD Price axriuding knpect of badgling sl sscalstions)

Add Opitone
Sub Tats! 2 - Amemdedt SARD Price with oplioas inchuded (Capltnl scruiaiifos oot} ET T T 1§

K Broectof Rertmeng (oweigs exhenge movenmty)
Sab Tetad 3 (Anuwiadl SAFD Tobti prion ey TE siljustmant)
Iparct of ot aing TE as the el SE-COMTACES
ALY - Price aped far evnisaulise

K Prion waest! for avaliiion Lefpre BARO
Divlerenc::
Ptada op ofs

Disowunk 0 grine
Fomex Chaeiie i I DO coowemt and Fle chinpes

tote 1. The BAFD prices repestad Srom bisilers virs wift Set 108 0f TE o5 a subcontracor,
Tivseafors e impact oF esing TE ae main sobrestracior i abmedy being factored intn dhe initial BAFD price.
2. Bier 1 Gl nok provide BAPG price but rovided e foreign quomiety COMPINERt prrceatage which w0 U5ec I wiete the rebasing of Ransign poviion of e
3, Bitier 2 provited 3 mese GARG peice amd 8 v el CERERCY GIRPONORE panomtage. Thoss v uuid to update e prioe. PE
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. Tr"ansnel SOC Lrd Carlton Centre P.O. Box 72501
rmegistration 150 Commissioner Parkview TRANSNETT
Number §tr, Johannesburg South Africa, 2122
1990/000900/30 2001 T +27 11 308 2526 W
F +27 11 388 2312
MEMORANDUM

www.transnet.net

To: Transnet Board of Directors

From: Mr, Brian Molefe, Group Chief Executive, SOC Ltd

Date: 17 January 2014

SUBJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND AWARD OF BUSINESS TO THE
SHORT LISTED TENDERERS FOR THE SUPPLY OF 599 (COCO) NEW DUAL VOLTAGE
LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS (GFB)

PURPOSE:

1} The purpose of this memo is to;

Provide an update to Transnet Board of Directors (TBOD) the progress on the tender
evaluation process:

+ Note and approve the tender evaluation process from step { up to step 6 to the Transnet
Board of Directors (TBOD);

Approve the recommendation of the shortlist of tenderers as 2 result of the tender and
evaluation process for the negotiations and award of business;

Delegate all necessary powers to the Group Chief Executive to sign, approve and conclude all
necessary documents to give effect to the above resolutions and

Note that the above resolutions are subject to recommendation of the Board Disposals and
Acquisitions Committee to be held on 24 January 2014.

BACKGROUND:

2) On the 19 April 2012, the TBOD approved the procurement of 599 Electric locomotives subject to
Section 54 PFMA approval.

3) Section 54 PFMA approval, from the Minister of the Department Public Enterprises was obtained by
the Company and the TBOD has been advised accordingly. Al the queries raised by the Minister

have been responded to by the Company.

4) The RFP document and draft contract have been reviewed internally at TFR and Group as well as
by an external law firm,

5) RFP No TFRAC-HO-8608 for the supply of 599 New Dual Voltage Electric Locomotives for the
General Freight Business (GFB) closed on the 30 April 2013. S$even (7) proposals were received

from tenderers.

6) The TBOD approved evaluation methodology was to follow a 6 step evaluation process as

indicated in the diagram below:
Page 1 of ® & C( y
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[

valuation Methodo

Step 1 Step 2 Step 3 Step 4 Step 5 Step 6

Minimum Mindmam Minimum Weighted
Adrinistrative Substantive Threshold Threshold Threshold Scoring / 100
Responsiveness  Responsiveness 60% 40% 80%
!. . .‘""—:'l' .
S e =
P 4 Y

Returnable o s Supplier
Documents Pre-qualification  {geat Content Development  Fechnical

& Schedules =« BBBEE Scorecard SCORE

7) The following evaluation criteria was used to evaluate:
7.1 Step 1~ Test for Administrative Responsiveness:

a. Whether the bid has been lodged on time

b. Whether all returnable documents and/or schedules {where applicable] were completed
and returned by the closing date and time

¢. Whether the bid documentation has been duly signed by the Respondent.

7.2 Step 2 - Test for Substantive Responsiveness:

a. Whether the bid contains a priced offer;

b. Financial Stability:
Accordingly the following eight pre-determined ratios were used for the pre-
qualification criteria for financial stability relating to the financial statements:

Gearing s
Liguidity
Profitability

Minimum guarantees

Return on Assats

Return on Equity

Interest cover

Cash generated from operating activities (Value)
¢. Guarantees:

» Agreement to the terms & conditions of the Parent Company Guarantee in the
format suppiied;

* Agreement to the terms & conditions of the Advance Payment Guarantee in the
format supplied;

» Agreement to the Performance bond requirements & Performance bond terms &
conditions in the format supplied;

* A minimum warranty period of 2 years for the loco, 6 years for the traction motor
and 1 year for spares after Defects Liability Period; and

¢ A minimum long term credit rating of A- [Fitch Ratings or equivalent] and the
issuer should be pre-agreed with Transnet, for the companies’ bankers that wilf
be providing the guarantees.

& 8 5 9+ 0 6 o
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d. Whether any other pre-qualification criteria set by Transnet, have been met;
e. Whether the bid materially complies with the scope and/or specification given and
f. Whether all material terms and conditions stated in the bid document have been met

8) Cross Functional Evaluation Team (CFET) was appointed to conduct the evaluation on behaif of the
Company and this team comprised members from Technical, Finance, Legal and Supplier

Development departments of Group and TFR.

9) A Locomotive Steering Committee (LSC) estabiished to govern the evaluation and award process
on behalf of the TBOD. LSC was chaired by the GCE and its membership aiso comprised the

GCFO; CE TFR, legal, procurement, TIA.

10) A sub-committee of the LSC was established to deal with the very confidential and detailed
matters of the evaluation process and this committee comprised the GCE; GCFO and CE TFR.

11) The CFET reported its findings to this subcommittee for consideration,

12) Al seven (7) tenderers were then evaluated according to the above criteria,

13) After subsequent clarifications the Cross Functional Evaluation Team (CFET) completed step 1
(Administrative Responsiveness) and step 2 (Substantive Responsiveness) on alil bids received.

14) On completion of step 2 (Substantive Responsiveness) evaluations which included financial pre-
Quaiification, all seven (7) tenderers met the minimum requirements and qualified to progress to

step 3 (Local Content) for further evaluation;

15) On the 25 July 2013, Transnet Internal Auditors (TIA) reviewed step 2 (financial pre-
qualifications).

16) On approval from the GCE (recommendation for step 1 and step 2 and to proceed with step 3 and
step 4 concurrently), the CFET proceeded with step 3 {Local Content). The minimum threshold of
60% is required for tenderers to proceed to step 4 (Technical Evaluations) of the evaluations,

17) On completion of step 3 (Local Content) evaluations, all seven (7) tenderers met the minimum
Local Content specific threshold of 60% and TIA reviewed the Local Content resuits.

18) On the 7 August 2013, the GCE approved the recommendation for step 3 (Local Content) and
that the CFET start with step 5 (Technical) concurrently with step 4 (Supplier Development/ B-

BBEE Scorecard).

19} The CFET then proceeded with the evaluation of the Supplier Deveiopment and BBBEE Scorecard
of the seven (7) tenderers in the presence of TIA. The foliowing criteria were used to evaluate

step 4:

19.1 B-BBEE Scorecard:
Current status evaluated according to the valid B-BBEE Verification scorecard

19.2 Supplier Development Bid Document:
Investment in Plant
Technology Transfer/ Sustainability
Down-stream Supplier Development
Skills Deveiopment
Job Creation/ Preservation
Small Business Promotion
-
Page 3 of 9 (
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20) On completion of step 4 (Supplier Development and BBBEE Scorecard) evaluations, alt seven {7}
tenderers met the minimum Supplier Development and BBBEE Scorecard threshold of 40% and
TIA reviewed the Supplier Development and BBBEE Scorecard results.

21)On the 18 September 2013, the GCE approved the recommendation for step 4 (Supplier
Development/ B-BBEE Scorecard).

22) Technical team commenced with Step 5 (Technical) evaluations and the following scoring matrix
was used to evaluate Step 5:

22.1 For each Essential or Desirable requirement, scoring was done on the
folowing basls

a. Full Compliance 2
b. Partial Compliance 1
¢. Non-Compliance 0

22.2Mandatory requirement clauses are not scored; (Full compliance to ALL the
mandatory requirements is mandatoty )

a. Full Compliance - full compliance to all mandatory clauses is

mandatory.
b. Partial Compliance - tender disqualification
¢. Non- Compliance - tender disqualification

23) The office of the Chief Operating Officer of TFR made a recommendation that TFR would
standardize on the Co Co locomotive configuration for TFR operations.

24) As this decision was not made when the tender was issued the tender called for both Co Co and
Bo Bo proposal requests to be submitted,

25) The GCE on recommendation of the TFR CE approved the Co Co configurations for TER operations
and as consequence the tenders were then evaiuated on this basis.

26) The CFET then proceeded with the evaluation of step 5 (Technical) of the seven (7) tenderers in
the presence of TIA.

Ranking and final scores for 599 Electric Co Co locomotives

Ranking | Tender Number —[

Tenderer 2 (T2)
Tenderer 1 (T1)
Tenderer 7 (17)
Tenderer 5 (T5)
Tenderer 3 (T3)

U [B (4 M |

Page 4 of 9 C _ /j/
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* T4 did not comply with all the MANDATORY/ disqualifying clauses,
« 16 only submitted a Bo-Bo locomotive proposal and was not scored,

28) On compietion of step 5 (Technical) TIA reviewed the results,

29} The GCE then approved the shortlisting of the tenderers that have met the technical threshold of

80%.

30) The CFET (Finance) found numerous inconsistencies in the manner in which bidders chose to
complete the scheduled and unscheduled maintenance portions of the TCO model, The CFET
(Finance) recommended that the CFET {Technical) review the models for reasonability with the
purpose of allowing the CFET (Technical) to guide the CFET (Finance) in making decisions to
score the TCO models submitted as well as to guide the CFET (Finance) in their deliberations as to
whether the models submitted would actually meet the requirements to be scored faitly amongst

bidders.

31) A few members of the technical team were made available to conduct a review of the scheduled
and unscheduled maintenance regimes as supplied by bidders for reasonability. It emerged that
the models required normalising and the CFET could not change the models on behalf of the

tenderers,

32) The CFET recommended that the scheduled and unscheduied maintenance be excluded from the

evaiuations of the TCO model.

33) The GCE approved the exclusion of the scheduled and unscheduled maintenance from the
evaluations of the TCO modei.

DISCUSSION:

34) The last step of the evaluation consists of 5 elements namely:

Price (including TCO),

Supplier Development,

BBBEE Scorecard

Further Recognition Criterta Current and
Further Recognition Criteria Future

racow
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35) The results of the step 6 evaluations are summarised on the tables below:

WHAT IS BEING MEASURED | WEIGHT | T1 2 | T3 | 15 | 172

|1 | BBBEE SCORECARD 1000 | 800 | 6.00 | 4.00 | 800 | 600 i
2| sp - 20.00 | 1550 | 16.15 | 15.12 | 1667 15.89 |

Further Recognition Criteria

3 | (Current) 500 | 088 | 047 | 018 | 166 | 2.6

l a

Further Recognition Criteria
4 | (Future) 500 | 094 | 241 | 1.6 | 245 1.82

Price (Total Cost of Ownership
(TCO) excluding unscheduled and
excluding scheduied maintenance

and excluding bonus point
allocation) 60.00 40.65 | 36.60 | 11.85 | 15.83 | 26.78

TOTAL SCORE 100.00 | 65.96 | 61.33 | 32.41 | 44.60 | 52.64

MOTIVATION FOR AWARD OF BUSINESS:

36) Apart from the Fact that T1 and T2 scored the highest points, Their proposals also offer the
following benefit to Transnet:

¢ Local Content committed by both tenderers is higher than the stipulated threshold of
60%, commitment for T1 is 69.83% and Tenderer 2 commitment s 68.20%;

» Tland T2 scored the highest points on technical evaluations. ((_
« Supplier Development commitment for T1 is 77.5 % and T2 is 80.759%,
* Delivery Schedule is close to what Transnet requirements.

37) However the pricing of the locomotives posed a cornmercial exposure for Transnet and also the
National Treasury concern of not paying excessive premiums as outlined in the PPPFA guidelines
of premiums not being more that 11% by the use of the 90/10 evaluation criteria, -

38) In order to mitigate the commercial exposure for Transnet and further reduce any potential
premium on the transaction the GCE requested that the CFET request the best and final offer

from the two highest scoring tenderers.

39) The other tenderers be informed that Transnet is engaging with the shortlisted tenderers,

/%
Page 6 of 9 Q : {
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40} The outcome of the best and final offer is as foltows:

+ Ti offered to increase procurement to small businesses by R50 million and technology
transfer through skills development training and support by R10 million. In addition they
offered a R455 Q00 reduction in price per locomotive based on a revised foreign currency

content percentage,
« T2 offered a discount of R 2.25 million per locomotive, inciuding a revised foreign

currency content amount, thus offering the best price.

The above process has almost eliminated the premium on the transaction.

MOTIVATION FOR SPLIT OF BUSINESS AWARDED
41) The original MDS volumes as promised in the corporate plan are significantly at risk.

42) This is due to lack of tractive effort at TFR due to the delays in the award of this tender mainly
due to the PPPFA issues experienced.

43) In order to not further increase this risk it Is suggested that more than one supplier be used to
supply the required locomotive to reduce delivery risk and enhance our ability to meet MDS

volume targets,

44) We recommend that two suppliers be used to manufacture the required locomotives,

45) This view is supported by the following reasons:
a, Promotes standardization of the locomotive fleet to ensure TCO is minimized
b. Allows for critical mass that would enable successful negotiations on price and other

critical commercial terms and conditions
Allows for critical mass that would promote localization and programmatic procurement

C.
d. Allows for flexibility in supplier options in future as it prevents monopoly behavior
e
f.

. Reduces the legal risk of the transaction and
Reduces the overall contract risk of the transaction due to unforeseen circumstances.

46) We further believe that the above will be achieved by a 60% allocation to T2 and a 40%
allocation to T1 of the contracted locomotives.

47) This split is motivated by the following:
a, As mentioned above delivery risk is of paramount importance due to MDS volumes.

b. T2 has demonstrated their ability to deliver on schedule by defivering the first prototype
on time and the next 10 locomotives are aiso on scheduie. These locomotives form part of

the 95 jocomotive contracts.
¢. This provides comfort that T2 has the ability to deliver and reduces delivery visk,
d. T1 has not done work for Transnet in the recent past and has no track record with

Transnet.

&
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CONCLUSION

48) TIA has reviewed and approved all steps in the evaluation process - refer annexure A for TIA full
report.

49} Shortlist the award of business to T1 and T2 for the supply of 599 electric tacom

otives subject to
successful contract negotiations.

50) Split the award of business to the above suppliers by a 60% allocation to T2 and a 40% allocation
to T1 of the contracted locomotives subject ta a performance clause in the contract,

Page 8 of 9 ( f /(
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RECOMMENDATION

51) It is recommended that the TBOD to:
+ Notes the update on the progress of the tender evaiuation process;

Note and approve the tender evaluation process from step 1 up to step 6 to the Transnet
Board of Directors (TBOD);

Approve the recommendation of the shortlist of tenderers as a result of the tender and
evaluation process for the negotiations and award of business as contained in paragraphs 49

and 50;

Delegate all necessary powers to the Group Chief Executive to sign, approve and conclude ali
necessary documents to give effect to the above resolutions and

Note that the above resoiutions are subject to recommendation of the Board Disposals and
Acquisitions Committee to be held on 24 January 2014,

RECOMMENDED BY:

z%/fhﬁsanqa Jiyane Me—t-ucky-Mabokela Me Mmeaaoo S..}ca*ﬂ
ief Procu nt Officer: Transnet Freight Rail Transnet Internal Auditor
Date: JOfOUf4- Date:

B

Mr. Anoj Singr{ ) i
Chief Financia! Officer;: Transnet SOC Ltd

Date: =\ oW -

Mr. Brian Méfefe
Group Chief Executive: Transne

Date: 2. ! 2+ 74 ,

APPROVED/ NOT APPROVED BY:

Mr. Mafika Mkwanazi
Chairman: Transnet Board of Direciors

Date:

Page 9 of 9
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Transnét SOC Lig Carlton Centre P.0. Box 72501 .
" Reqistratien 150 Commissioner Parkview 1RANSNE!'F

Numbe r

3 Str. Johannesburg South Africa, 2122
1586,000900, 30 2001 T +27 11 308 3526 '
F +27 11 308 2312

MEMORANDUM
wwwtransnet.net

To: Transnet Board of Directors
From: Mr. Brian Molefe, Group Chief Executive, SOC Ltd

Date: 17 january 2014

SUBJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND AWARD OF BUSINESS TO THE
SHORT LISTED TENDERERS FOR THE SUPPLY OF 465 NEW DIESEL LOCOMOTIVES FOR THE

GENERAL FREIGHT BUSINESS (GFB)

PURPOSE:
1) The purpose of this memo is to;

* Provide an update to Transnet Board of Directors {TBOD) on the progress of the tender
evaluation process; I

» Note and approve the tender evaluation process from step 1 up to step 6 to the Transnet
Board of Directors (TBOD);

* Approve the recommendation of the shortlist of tenderers as a resull of the tender and
evaluation process for the negotiations and award of business;

+ Delegate all necessary powers to the Group Chief Executive to sign, approve and conclude ail
necessary documents to give effact to the above resolutions and

* Note that the above resolutions are subject to recommendation of the Board Disposals and
Acquisitions Committee to be held on 24 January 2014,

BACKGROUND:

2) On the 19 April 2012, the TBOD approved the pracurement of 465 Diesel focomotives, subject to
Section 54 PFMA, approval.

3) Section 54 PFMA approval from the Minister of the Department of Public Enterprises was
obtained by the Company and the TBOD has been advised accordingly. All the queries raisec by
the Minister have been responded to by the Company.

4) The RFP document and draft contract have been reviewed internally at TFR and Group as well ag
by an external law firm.

3} RFP No TFRAC-HQ-8609 for the supply of 465 New Diesel Locomotives for the General Freight
Business (GFB) ciosed on the 30 April 2013, Four (4) proposals were received from tenderers,

6) The TBOD appraoved evaluation methodoiogy was to follow a 6 step evaiuation process as

indicated in the diagram below;
s J £
Page 1 of 9 {% C A\
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Step 5

Minimum

Step 1 Step 2 Step 3
M
Adminisirative Substantive n.:,.;";l;"é

Respomeness :?f ima
VHERE N L Supplier

Development
+ BBBEE Seorecard

7) The following evaluation criteria was used to evaluate:
7.1 Step 1- Test for Administrative Responsiveness:

a. Whether the bid has been iodged on time

b. Whether all returnable documents and/or schedules {where applicable] were completed
and returned by the closing date and time s

¢. Whether the bid documentation has been duly signed by the Respondent.

7.2 Step 2 - Test for Substantive Responsiveness:

a. Whether the bid contains a priced offer;

b. Financial Stability:
Accordingly the following eight pre-determined ratios were used for the pre-qualification

Criteria for financial stability refating to the financiat statements:
s Geating
Liquidity
Profitabiiity
Minimum guarantees
Return on Assets
Return on Equity
Interest cover
Cash generated from operating activities (Value)
C. Guarantees:
* Agreement to the terms & conditions of the Parent Company Guarantee in the

format suppfied:
+ Agreement to the terms & conditions of the Advance Payment Guarantee in the

forrat supplied;
*  Agreement to the Performance bond requirements & Performance bong terms &

conditions in the format supplied:
* A minimum warranty period of 2 years for the loco, 6 years for the traction motor

and 1 year for spares after Defects Liability Period; and

e 2019 %C / \, i
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* A minimum long term credit rating of A- [Fitch Ratings or equivalent] and the
issuer should be pre-agreed with Transnet, for the companies’ bankers that will be

providing the guarantees,
d. Whether any other pre-qualification criteria set by Transnet, have been met;
e. Whether the bid materially complies with the scope and/or specification given and
f. Whether all materiai terms and conditions stated in the bid document have been et

8) A Cross Functional Evaluation Team (CFET) was appointed to conduct the evaiuation on behaif
of the Company and this team comprised members from Technical, Finance, Legai and Supplier

Development departments of Group and TFR.

9) A Locomotive Steering Committee (1.SC) was established to govern the evaluation and award
process on behalf of the TBOD. LSC was chaired by the GCE and its membership alsg

comprised the GCFO; CE TFR, fegal, procurement, TIA.

N 3
- 10) A sub-committee of the LSC was established to deal with the very confidential and detailed
matter of the evaluation process and this committee comprised the GCE; GCFO and CE TER,

11) The CFET reported its findings to this subcommittee for consideration.

12) All four (4) tenderers were then evaluated according to the above criteria.

13) After subsequent clarifications the Cross Functional Evaluation Team (CFET) compileted step 1
{(Administrative Responsiveness) and step 2 (Substantive Responsiveness) on all bidg received,

14} On completion of step 2 {Substantive Responsiveness) evaluations which Included financlal pre-
qualification, all four (4) tenderers met the minimum requirements and qualified to progress to

step 3 (Local Content) for further evaiuation;

15) On the 25 July 2013, Transnet Internal Auditors (TIA) reviewed step 2 (financial pre-
qualifications) and signed off on the process.

J 16} On approval from the GCE (recommendation for step 1 and step 2 and to proceed with step 3
and step 4 concuirently), the CFET proceeded with step 3 (Local Content). The minimum
threshold of 55% is required for tenderers to proceed to step 4 {Technical Evaluations) of the

evaluations.

17) On completion of step 3 (Local Content) evaluations, all four (4) tenderers met the minimum
Local Content specific threshold of 55%.

18) TIA reviewed the Local Content results and signed off on the process.

19) On the 7 August 2013, the GCE approved the recommendation for step 3 (Local Content) and
that the CFET start with step 5 {Technical) concurrently with step 4 {Supptier Development/ B-

BBEE Scorecard).

20) The CFET then proceeded with the evaluations for Supplier Development and BBREE Scorecard
of the four {(4) tenderers in the presence of TIA. The following criteria were used to evajyate

step 4: /\\
aald
Page 3 of 9 % K { ) /-/1/



20.1 B-BBEE Scorecard:
Current status evaluated according to the valid B-BBEE Verification scorecard

20.2 Supplier Development Bid Document;
8. Investment in Plant
b. Technology Transfer/ Sustainability
¢. Down-stream Suppifer Development
d. Skills Development
2. Job Creation/ Preservation
f. Small Business Promation

YIL-103

21) On completion of step 4 (Supplier Development and BBEEE Scorecard) evaluations, ali four {4)
tenderers met the minimum Supplier Development and BBBEE Scorecard threshoid of 2% and

TIA reviewed the Suppiier Developrent and BBBEE Scorecard results,

22)On the 19 August 2013, the GCE approved the recommendation for step 4 (Supplier

Development/ B-BREE Scorecard).

23) On the 22 August 2013 the Technical team commenced with Step 5 (Technical) evaluations and

the following scoring matrix was used to evaluate Step 5:

20.3 For each Essential or Desirable requirement, scoring was done of: the

following basis

a. Full Compliance 2
b. Partial Compliance 1
¢. Non-Compliance 0

23.2 Mandatory requirement clauses are not scored; (Full compiiance to

ALL the mandatory requirements is mandatory )

a. Full Compliance - full compliance to all mandatory clauses is mandatory,
b. Partial Compliance -  tender disquaiification
€. Non- Compliance - tender disquaiification

24) The CFET then proceeded with the evaiuation of step 5 (Technical) of the four (4) tenderers in

the presence of TIA.

Ranking and final scores for 465 Diesel Co-Co Locomotives Ranking

‘_gnking Tender Number | Final Score

1 | Tenderer 2 (T2) (S
,Z | Tenderer 1 (T1) .

[3 | Tenderer 3 (T3)

| 4 | Tenderer 4 (T4)

.".‘
~ ! \'.
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25) All tenderers met the minimum threshold of 80% and complied with ail the MANDATORY
requirements in specification.

26) On completion of step § (Technical) TIA reviewed the resuits.

27) On the 04 November 2013, the GCE then approved the shortlisting of the tenderers that have
met the technical threshold of 80%,

28) The last step of the evaluation consists of 5 elements namely:
8. Price (including TCO),
b. Supplier Development,
. BBBEE Scorecard
d. Further Recognition Criterla Current and
e. Further Recognition Criteria Future

29) The CFET (Finance) found numerous inconsistencies in the manner in which bidders chose to
compiete the scheduled and unscheduled maintenance portions of the TCO model. The CFET
(Finance) recommended that the CFET (Technical) review the models for reéasonability with the

ing the CFET (Technical) to guide the CFET (Finance) in making decisions to

score the TCO models submitted as welf as to guide the CFET (Finance) in their deliberations as
to whether the models submitted wouid actually meet the requirements to be scored fairly

amongst bidders.

30) Members of the technical team were made available to conduct a review of the scheduled and
unscheduled maintenance tegimes as supplied by bidders for reasonability, It emerged that the
models required normalising and the CFET couid not change the models on behalf of the

bidders.
31} The CFET recommended that the scheduled and unscheduled maintenance he excluded from the
evaluations of the TCO model.

32) The GCE approved the exclusion of the scheduled and unscheduled maintenance from the

evaluations of the TCO model.

{
% /\‘ //
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33) The results of the step 3 evaluations before the best and final offer are summarised on the

table below:-
WHAT IS BEING MEASURED WEIGHT | T1 T2 T3 | T4
1 | BBBEE SCORECARD 10,00 | 6.00 9.00
L 2[sD 2000 | 13.23 | 16.12 13.34
Ls | Further Recognition Criteria (Current) 500 | 050 | 0.36 | 1.90 1.31
4 | Further Recognition Criteria (Future) 5.00 144 | 099 | 132 | g

Price (Total Cost of Ownership (TCQ)
extluding unscheduled and excluding

scheduled maintenance and excluding
S | bonus point aflocation) 60.00 1748 | 16.65 | 13.35 37.13
] :
62.76

TOTAL SCORE 100.00 | 38.75 | 34.12 40.93

l N

DISCUSSION:

34) The above results were recommended by the CFET to the subcommittes however, the
subcommittee raised concerns regarding the pricing of the bids received, There was a concern
with the outcomes on the table above as the price for the second highest scoring tenderer was
more than 10% higher than that of the lowest technically acceptable price.

36) The CFET was requested to investigate the reasons for the above concerns and following further
darifications from tenders concluded that the base price of locomotives wera oo high,

37) The GCE approved a decision that all the tenderers must be requested to submit a best and final
commercial offer to see if the above concerns wili be mitigated.

38) The above decision was made after consultation with the Chairman of the BOD; Chairman of
BADC and TIA.

39) The request for the best and final commercial offer provided 3 better outcome as ail the

tenderers submitted better prices and the price differences are less than 13% before
negotiations and the CFET is confident that the price after negotiations will be within the

allowed premium.
Page 6 of 9 '@ ( /\ (-/J/
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40) The final resuits of the step 6 evaluations after the best and final offer are summarised on the
table below :-

WHAT IS BEING MEASURED WEIGHT | T1 T2 T3 T4

1 | BBBEE SCORECARD 10.00 6.00 0.00 10.00 9.00
25D 20.00 13.23 | 16.12 | 1436 | 13.34
3 | Further Recognition Criteria (Current) 5.00 060 | 036 | 190 | 131
4 | Further Recognition Criteria (Future) 5.00 1.44 0.99 1.32 1.98

Price (Total Cost of Ownership (TCO)

exciuding unscheduled and excluding
scheduled maintenance and excluding

5 | bonus point aflocation)
TOTAL SCORE 100.00 | 41.75 | 37.12 | 40.93 | 62.76 |

60.00 2048 | 19.65 | 13.35 | 37.13

MOTIVATION FOR AWARD OF BUSINESS

41} Apart from the fact that T4 and T1 scored the highest points. Their proposals also offer the
following benefits to Transnet:

* Local Content both tenderers committed higher then in requirement, commitrment for T1 i
61.13% and T4 commitment is 55.55% against a stipulated threshold of 55%:;

* T1 scored 92.9% technical evaluations compared to the stipulated 80%.

=  Supplier Deveiopment commitment for T1 is 66,15% and T4 commitment is 66.7% against
a threshold of 40%;

e T4 proposed the best delivery scheduie of all the tenderers;

T1 and T4 provided the best TCO In terms of the elements which were considered at the
end.

¢ While the scoring for T1 and T3 seems very close the price for T3 is 32% higher than price
offered by T1.

MOTIVATION FOR SPLIT OF BUSINESS AWARDED

42) The original MDS volumes as promised in the corporate plan are significantly at risk due to lack
of tractive effort at TFR.

43) This is due to the delays in the award of this tender mainly due to the PPPFA issueg
experienced.

!
/ . Ifll
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44} In order to not further increase this risk it is suggested that more than one supplier be used to
supply the required locomotive to reduce delivery risk and enhance our abifity to meet MDS

volume targets.

45} We recormend that two supplier be used to manufacture the required iocomotives,

46) This view is supported by the following reasons:

a. Promotes standardization of the locomotive fleet to ensure TCO is minimized

b. Aliows for critical mass that would enable successful negotiations on price and other critica)
commercial terms and conditions

€. Allows for critical mass that would promote localization and Programmatic procurement

d. Aliows for flexibility in supplier options in future as it prevents monopoly behavior

€. Reduces the legal risk of the transaction and
f. Reduces the averall contract risk of the transaction due failure by any suppiier to Fuifit its

Contractual obligations.

}
' 47) We further believe that that above will be achieved by & 50/50 split of the contracted

locomatives,
48} This spiit is motivated by the following reasons:

a. There is a growing risk of very high dependency on T4 due to previous locomotive
transactions,

b. This is may lead to and promotion of monopolistic environment and will reduce Transnet's
ability to mitigate TCO over the ong term.

€. Allocating 50% to T1 wili allow this risk to be mitigated,

d. Also will promote localization and S0 as there will be critical mass for T1

e. Delivery risk on T1 will be mitigated as T4 has demonstrated in the past to delivery ahead

of schedule.
CONCLUSION
49) TIA has reviewed and approved all steps in the evaluation process ~ refer annexure A for
their full TIA report.
J 50} Shortlist the award of business to T4 and T1 for the supply of 465 diesel focomotives subject to

successful contract negotiations.

51) Split the award of business to the above suppliers on a 50% (T4} and 50% (T1) basis subject to
performance clause in contract.

PeEics /@ (: f\) /{
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RECOMMENDATION
52) It is recommended that the TBOD:

* Notes the update on the progress on the tender evaluation process;
+ Note and approve the tender evaluation process from step 1 up to step 6 to the Transnet
Board of Directors (TBOD);

* Approve the recommendation of the shortlist of tenderers as a result of the tender and
evaluation process for the negotiations and award of business as contained in paragraphs

50 and 51 to TBOD;

v Delegate ail necessary powers to the Group Chief Executive to sign, approve and conclude
all necessary documents to give effect to the above resolutions and

Note that the above resolutions are subject to recommendation of the Board Disposals
and Acquisitions Commitiee to be held on 24 January 2014,

RECOMMENDED BY:

%me& R Sb

{Mt':ja sanga Jiyane Me-tuckfMabokels Ms  Morerdinabo S iah

i rement Officer: Transnet Freight Rail Transnet Internal Auditor
Date; 20 Oe{?l?« Date: © §(02 }-zo[;_.
SUPPORTED B

i) S

Mr. ma Mr. Anoj Singh 3
ief e: Transnet Freight Rail Chief Financial Officer: Transnet SOC Lid
401 c;)_} Date: @A\ i

Group Chief Executive: Tra OC Limited
Date:

APPROVED/ NOT APPROVED BY:

Mr. Mafika Mkwanazi
Chairman: Transnet Board of Directors

Date
Page 9 of 9



YIL-109

vI0Z Arenuer oz cwapy 20va v +opT

‘ETOZ 13QW30Q 17 23 wo suopemess syl pasyeuy pue €107 Avpy g0 ayg uo suonenjess paLels (349 ay; «
SRAIOWIOI0} 2108y B4} 10} uBASs (£) pue [8si@ a1 sof (b saog Austidwod pemsaas aram siesodaud (17) usnays oreoly o

ELOZ ey 0g 9wt uo pasop stesodoig Joy 1senbay ay;

UOUBTH[EAS -C ABM E31151

_ a2l R
Kopesspeg VYLL XS Aq pajmuqns oday) yoddns (A papuosd fy1 Yo} ugid juauebetiey ysry  pue

Kiopejsnes VIL OIS 4q papuusang 1iodas ¢ Aemopen yoddns ® LAH P3pisosd (wiL xys)

Aiopesnes A3 kg pepin.y voddns | AH pepnord (vl A3)
B e e WO THE N

- ———

PReid g}

voRenieas - ¢ Aemsjen i

UOmSINbOY - 7 Aemates ‘

S |

Jualdojenap esen ssauisng pue uonesyoads

—_—

voddns | AH papinoid {y1) A3) JswdojeAsp ‘MaIAGS PUBLLAC - | Aemaen
uoResjiessia podey v 1 speis podey 8580044 AN Remales) -ss8001g | AH pon; .__
mﬂmﬂ:wﬂqﬂmlwzuzuuxw

“uoiusinbog oot 31105 padopasp ueid WusiuaBeuey; {o1sua104) sy vendniuay ay yim uonesdaiy) jjny sy 7
ASoropotiay LAH pauamydyy 1

. . SBWwRa Sumopo; ayy setpotwz Yrecadde ) HlomatmeIY [onuoy WwsteFeurpy Japus; PR NG YL
WM 3ug ut aspua) (6/2098-01-2vy41) {845} ssautsng e, 4 1es8tag ay) 104 sanpowinag MEN ¥90T jo Ayddng sy jo #3815 uonenieny ay 04 5530040 M31ABI Sopua) anjep Y8IH 33 U1 paBesua nasg sey wij,

PURGIT5EG
e — e

e ———e e

Hoday UORENRAT N § pue 1AH $sanowole P01 :133lgng
107 Arenuer g7 eleg
Upny petisa Busuey) HETT Y F

S8 Fupaays 90T ay1 z0 uostadneyy woq

W Ry Uuﬂ:..{./«



YIL-110

Y107 Aenuer 07 cwapy 208 Y11 po0T

HPIY JewisLy 1ausue)

0D

2ljoqeieqisat Apny W
5:._.\ . B S

RIS SIUBUIRADY JByy0

Ave pue HIINO) tEsodsig pue UOSINDOY paeog pur SERRMWC) Bupaals oot 23 40 380 pue uonauLIONY a4 10§ AjR)os papuay) € uiodss U4 teacadde $30106110) g0 paeog o3 12{gns ase suonde aneqge ayy

leAciddy pieeg -7
{0y SUOIuYED Fas5) wEEuw_Euum: SE pRtsseld udag sey ugyenapun ssacord sy aA0ge 33 4o SIseq au) uo

"HEY WYBpadt 19usuey | Ag P3nOsSas Aloaoeisies arom MBIABL 13pUN $530014 au) Jo Ausogye 3y uo Pedwt fenuaied e pey saey PINOI 1BY) v | AQ pasies
SIBREW 181R ey 3 uo peseq 51 Supes sauensse sy ‘ABolopotain sepuay A UEH S} 1M Wwegduios sem Aemareg vonenjeas sy 40} PIMOII0} s53301d 343 3oy 3ouensse SIqeUOSEal sapioud (AR v}

$sa30ad
dapuay auy Jo saleys xS Ay uo Jeduny ue IR PINCM LDIM PRIASD Sy [enpiSas oy PUE papRIUCT A)jnssaions sem A3PURS B Jo ofieg UOLENEAT Bl jet) BIENPUL MRS ALMa)e5 4L Jo sy nsas ay)

SSB 110031 AeMaleD jjeiman WY pUg uepenieag -y

FSUCHEPUSLRIGOEY Vi1

"vI0Z ARNYE] 40 213 Uo ysusuey 1. AG pawiogur asam pue [MS5300n5UR D13m Si1appig Amz Ay 1

85910

i

oupmelg |

B3

aows ey |



YIL-111

ey

Y10z Aenuer oz owsiy Hgva Vil 90T

[ o fJ/.IIIJX.J’ o
] "RUINIEY Ur anseakad 10U sie Y3Iym
PogIuap; SUCHEAIS0 £ pue Z jonet & SUDHBAIISGO T |9as] 10 B3PI SUORRAIDSqD £ [@Aaf Aiip :
Q0 3 Ag-psjuswaiiug pus Jungase ‘83ms Apmarel ey
Ol usyey uag Jou aay SHOREPUSIIOI L YL Jeapun Iy = .:mhm w%oacoﬁswtcou ﬂﬁ u”amw‘_ououoﬂs mpﬂu&m“”u oM“m .Emw_ﬂmmmcu $53700d ABMBIES) [AH 843 b) paSesus Mingsemywy) o |
ML 5330050 ABMIILD LA 341 1 e 1e PONOMIEJOU SEMVYY 5 | PO ' UBRaRR panosal Ing ‘paynusp; AIBSN0 T [BA9Y & ; |
] 2 Aq pawswaydus pUe 3uncare oy uaxes A0 4k Ad 3unoase o UNET UIBg BARy :
a8e1s Aemayel BU3 10 naEN|os iy Sewmﬂm: Ag spew il - S_z,_u SUGLEPUSUIHODAI VI ‘Ta10u 3sam Ssa00d Aemaies
342 3e sjoooyoud suoneesss pue Wiswzfelus pannba, iy u33q Wil Aq op lepu RO » LAH 813 0 syuaisanrosdus 1o 194 PE3U AU WBYA o !
aus y@nonp panjosas U32q 310U aney HAYM SUORBAIGSTO T |5AD] » ‘(sSumaaw A3y g msu.__..ou._mco_tzé SSQU3 34 Uy panjoat Sujag {pepuswe |
- .
“Ipapuswe $8) Wdd 9yl u) 1o e Sauaping tofpuy &.u“ﬂwﬂmuu._ _“M“upz_ >Mhmwm“ﬂhahﬂﬁ§ﬂn”ﬁmﬂmﬂw SB) Wdd 3t urino s S3uNBpING 10/puk [viy4d
{viaad “89) suoneyngas pue SMe| o1 2ougydwosuen JusyuBlg o : d B "2} suopenBas pue smey o1 aaueqdwos faowegsnes . |
‘Jndausip 034 Bureu dnoug lsusuery 10/PUB (viAd #a) mco“m_ amﬂ_ .:mMM—”MN Mm c_nﬂwcﬂw.w““:__hﬂ_:m SBIUANIE Armaled _
ap Sung o3 Ayayy SUORYY Sarunpe Aemaed Ay jiz1ang . . _ F | e gt . A2y 3yru sessauyeam BURNWED JueMUTIS o o
1 Uy fumopieaiq) sessauyeam soueyduiod Wweaudie jesanag Auniyoe Aemaned Aay uy sassauyeam S3ueydwios payuiy » 248 Suiges
e e Buper Azopresnes ve oy as anB o1 Ajdg ssanety u..._umu..‘uE
Supes Kropesnesun ue o 351 9MI 03 Ay srapzew AReMNDL} Juduieaosdwi saumbau ue ¢ 251 anS o3 Aoy s1anew sagesipu “pasodxs g
PRSOMND 51 MBI JIPUT $s30ud "Pas0dxa $) mB1ARL JapU $5900.4 MBI JF2pun s52003d 3u) yoym 0y SYSLI BSOL mmmcmE
S0 yarym o) $a51 As/jre afieueiy 0fpue 218300 01 pgg S YIIUm 01 DisK ssoip aferew J0/PUE SZIRL 03 Wdg Jofpue J0/pue el o1 wdq 1o/pus ABojopoyia 13puag
1o/pue ABojopownay Japusy anyea yfn S 01 ey duoy ABofopoyisin sepuay snie uSig ay o Bueydiuos-uou paypuy BNIEA UBMH 243 01 Bduedwies auapiyns fyny eNpur
“USU 31edip) S58204d MBIABY RBMB30S) (| AH) Japusy anfen, fospthucow stenpn ssan0.d MBIADL Aemaren (1AH) sapusy 53204d Mmainas Aemareg (At 13pua) 3njep ySiy

U3H 34} Jo 9883s youa e 3sueInsse awn-jeas iosynsal ey

AMRUNSSL BWY-)Bas 30 S)yNsal Yl

BAleA UEIH 21 Jo oe)s yaes e R Jo s3e3s uses 3e aueinsse FUN-LDE 0 S NS Ay .

SuonesIsse Jio0da; jjesa- i
oSt san3lge pue aago Bigns yoq Junoase O3u saye) M 1uBdBpn| jo uonesydde oy so
M3 IBpun sse30.1d Aemayes 34240 #3185 11} U0 paseq sse suony 4 181 Wiy Phf jo uonesydde ay) AIOAU UOIILYaP AqQ pue

BIYISERP By “suoneayissery uoneAIsqg pue suonesysser Hoday (lessag ay) sog SUCLIILSP 3} oAl mojag sayqe; au)

suontuyag

[



YIL-112

Y107 Asenuer oz owayy 20vd vl »90T

"Wdd/ASojopoap

JAH 341 wous uonemap [epsew e Bunexpu vosg
mc_ua._uao\n:Ew,@ﬁ S5013€ M1 SSpUN sopu @y oy
‘redwr jeuonesndes 1o AoenSar euocnesado [LTECATT)

Ul Jnsal 46 ssoy [PRURLY [RUSew Ssnes o) jenusiog

1 Yum sonianoe Aemoges juedy
: .l_ £l - ) I

uBis 3381dwos o3 aun

e

'SSIUISNG JO IS0 yewou 7

“dd/ABojopoap LAHBY) wioyy uojeAap jeLS e 843 ur uonoe Jswaleurws axnba; 1843
e Bugesmy uosIAIg mc_umgmno\nsﬁw Y} S50U400 mainas s1onlewr amsnmuxmm:o_._a leIwa spdwexa
13pUN Bpua) ay) 40) Pedw ruoneinds 1o Aozemngs 40§ YaHm Uisialg m_._rmhwao\n_:ohu

1BUORRISGO U) }inss 4o ‘850 jBauRLY asned o) lenuatod sy 2 03 JeLlew Jou ae yiym |
Uiif saninioe Aemayed UBDIUBSS s53| Maidwon Glainmey S2RiAnae Aemaied ansupe o) ampey . |

4

suonesyissers voieAsssg e

(p.,3uo) suoulaQg







YIL-114

TRANSNEr

ANNEXURE A 'r
9

EXCERPT FROM THE MMHESOFTHESPECIALBOARDOFDIRECTORSOFTRANSNETSOCLTD
MEETING NO. 141 HELD ON 24 JANUARY 2014 AT 16:10 IN BOARDROOM 4901, 4o™ FLOOR,

CARLTON CENTRE, 150 COMMISSIONER STREET, JOHANNESBURG
*4.2 Acquisition of 599 Electric Locomotives

RESOLVED that the Baard:

*  Approved the terder evaluation process.

. meacqﬁsiﬁonOfS%EecthommoﬁvesesﬁmaledaiR19.8bn(exdudhmedghg
costs, escalations and scope of TE's work).

. Appmvedﬂ\emwnmmdﬁmofme&dderﬁamﬂiddeﬂ?asamsultofme
evahaﬁmpmcesshrmemgoﬁaﬁonsmwdawardufbtasinm. subject a further
endasanentbymeﬂoadAoqxﬁsiﬁommdDisptthmnmi&aepostﬂnnegoﬁaﬁm
process.

- Apmmdﬁeaﬂocaﬁmmaﬁﬂ%-%basis;ﬁﬂ%b%ﬂmdmbm
T1, subject to a performance clause In the contract.

¢ Delegated autho bﬂwGCEmshn,appmvemdumdudealnecessay
domnenmmgmﬁgﬁeuttomemo : ' 14/
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r’ 4

EXCERPY FROM THE MINUTES OF THE SPECIAL BOARD OF DIRECTORS OF TRANSNET SOC LD
MEETING NO. 141 HELD ON 24 JANUARY 2014 AT 16:10 IN BOARDROOM 4901, 4gH FLOOR,
JOHANNESBURG

CARLTON CENTRE, 150 COMMISSIONER STREET,

43 Acquisition of 465 Diesel Locomotives

RESOLVED that the Board:

*  Approved the tender evaluation process.

. mmmmmmmamﬁbﬂmmmm
oosls,escalaﬂonsmdscopeafTE'swk).

.. Appmvedmereoommendaﬁmofmeﬂﬂderﬁmﬁddarﬂasamsultofﬂm
evahnﬁoumssforuwnegoﬂaﬁonsmdamﬂofbwmss.swectamm
mwmmm&mmommmmmﬁaﬁm
process,

. Ammdﬂwdbwﬁonmaﬁﬁﬂsplﬂ,subimtoapeﬁommmmm
confract.

. DabgaﬁedauﬂnmﬂybtheGCEtosign,appmmandwncludeaﬂneoeasay
documents to give effect ko the resolution. 141113

—
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Resuits of scoring

1. Price

The rasult of the “Price” evaluation Is reflected below:

WHAT IS BEING MEASURED- &

The Board approved evaluation criteria supplied to the CFET (Finance) indicated
that the price evaluation must be done on the basis of the price Indluding foreign

exchange hedging costs and escalations;

The CFET (Finance) was unable to evaiuate on the basis of a fixed price including
escalations and hedging costs (refer explanations in the sections below);

* The price evaluation was therefore done based on the price exduding hedging
and escalation costs for all bidders. The risk impact of this is outlined in the

“Overall Risks” section of this report;

* The RFP requested bldders to submit a price in line with the following options:

o Fixed pricing;
o Escalation based pricing;
o Indexation formula’s used in pricing calculations;

Most bidders chose the option of providing prices based on either escalation or
indexation based pricing. Most of the bidders did not offer a fixed price as was
required by the Board approved evaluation criteria In order to conduct the

evaluation;

It was noted that bidders provided various differing escalation regimes that weare

not comparable to normalise a ‘Base’ price over the period of the iocomotive

supply contract;

* Some bidders were not wiling to provide fixed pricing (including escalation)
over the delivery period due to the risks involved for them in this type of 3
pricing mechanism; o ,

K A
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The wording of the RFP with regard to foreign exchange hedging costs was
subject to interpretation in that bidders were recommended (but not required) to

provide a price induding hedging costs;

- The RFP stipulated that TFR would prefer a Rand based contract and that the
bidders must submit the cost of hedging and & hedging strategy. Although some
bidders did provide the cost of hedging, they stated clearly that appropriate
hedging strategies will be discussed and agreed upon at the contract award
stage. In addition as part of their RFP response some bidders provided the cost
of hedging whereas other bidders did not submit the cost of hedging;

Through a process of clarification and in order to ensure that hedging costs were
excluded from their ‘Base’ price, all bidders were requested to confirm whether
thelr ‘Base’ prices quoted excluded foreign exchange hedging costs and if these
were included to then provide the quantum thereof. Bidders were also requested
to provide us with an estimated cost of hedging whether included in the Base

price or not;

As the cost of hedging will most likely change due to exchange rates fluctuating
between evaluation and final contract signature date, and because the cost of
hedging will in any case be base-ined, checked for reasonability by Transret
Treasury, and agreed to on the date of contract signature, it would be more

appropriate to exclude the cost of hedging from the evaluation at this point;

Post these darifications we noted that one bidder (bidder 1) did not provide TFR
with the estimated cost of hedging;

An important point to note is that none of the bidders indicated that they were
unwilling to enter into a foreign exchange hedging arrangement with TFR at the

time of contract signature;

In order to proceed with the price evaluation on a consistent and fair basis, the
CFET (Finance) agreed, after consultation with SCS, that it would be more
appropriate to exciude escalations and hedging costs from the price evaluation
and thereby attain a more normalised price for evaluation purposes. This was
agreed to with SCS on the proviso that this change to the evaluation
methodology be brought to the attention of the Steering Committee and
Transnet Board for approval prior to the award of the contract;

o
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The 'Base’ price, as submitted by all bidders was normalised for the “technical
option” items as requested by the technical evaluation team. Refer “Annexure g~
which contains a list of all option items that were normalised;

The isioning of ECP/WDP and RDP was a mandatory requirement per the
technical spedfications. Based on our discussions with CFET (Technical), an
bidders have confirmed, in the technical response that they fully complied with
this requirement. It was therefore concluded that all bidders had included the
. ici .ngintheirbasepmeandnoadjustmenttothisihemwas

required for evaluation purposes.

The cost of either ECP/WDP or RDP was included in the base price, as the CFET
(Technical) have advised that it is probable that this option wouid be exergised.
We were advised by the GM Logistics Integrator (Pragasen Pillay) as to the
number of ECP/WDP, RDP or ECP/WDP/RDP combination that must be appiied
over the fleet. (refer Annexure B for allocation and assoclated cost of this split);

All bidders included the provisioning of ECP/WDP or RDP into in their price;
however only bidder 2 included the equipment cost in their base price. Based on
the advice from CFET (Technicat) we therefore included the equipment cost of
ECP/WOP and RDP for all other bidders onte their base price for the purpese of

normalising the base price;

e The RFP did not indicate the date that bidders should use to convert foreign

exchange as part of the imported content of their price. As such bidders made
thelr own assumptions and each used a rate and date of their choice. The resuit
of this is that a comparison of base prices with different dates and rates wouid be
inconsistent.  In order to normalise the price for changes due to fareign
exchange differences and movements since RFP closing date, the CFET (Finance)
normalised the prices based on exchange rates as at 13" November 2013
(USD/ZAR 10.37, EUR/ZAR 13.91). As a consequence bidders were requested in
a clarity question to confirm their foreign currency components included in their
‘Base’ price. These foreign currency components were converted at spot rates on
the 11" of November 2013 for the purpose of comparing prices between

bidders;

Cr\%h ™
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e The RFP part 2 dictates as follows “participation of TRE in this locomotive
procurement process will be prescribed”, In terms of the evaluation governance
process CFET (Finance) does not have access to ‘Supplier Deveiopment fijes. As
such CFET (Finance) assumed that all bidders have provided pricing based on the

utilisation of TE as the rmain subcontractor;

¢ SCS however advised CFET (Finance) that the Supplier Development fijes
submitted by bidders indicated that Bidder 1 did not specify the use of TE a5 the
main subcontractor and that this could have a potential price adjustment
implication. SCS also mentioned that bidders were likely to make different
assumptions in the use of TE as a main subcontractor Including the percentage
that would be subcontracted. These assumptions which were not specified by
TFR in the RFP process could differ significantly between bidders. Accordingly .
SCS subsequently decided to obtain clarity from bidders on this matter; (

SCS in conjunction with the TFR CE and Transnet GCE and GCFO decided that
clarity shouid only be obtained from those bidders who inciuded TE as a main
subcontractor. The clarity request was to establish what proportion of the

bidder's price related to the use of TE;

¢ Accordingly the methodalogy provided to the CFET (Finance) was that all bidders
should be evaluated excluding the use of TE as a main subcontractor in order to

nhormalise the base on which to evaluate price;

¢+ Based on this dedsion dlarity responses were only issued to Bidder 2 and Bidder
4 (those bidders who indicated the use of TE as a subcontractor);

e Bidder 3 had already provided pricing with and without the use of TE ag a
subcontractor and indicated that the impact of not using TE as a subcontractor
would be a decrease In price of R 1 640 000 per locomotive; (

b ) ,f

» (Clarity responses were received from these bidders who indicated the impact on
price and the new bid price for 465 locomotives If TE was not used as

subcontractor. The summary of these respanses is as follows:

o Bidder 4 provided the required information as requested and indicated
that the Impact of not using TE as a subcontractor would be a decrease in

price of R 1 046 060;

Bidder 2 provided the required information, however we noted that their
new submitted bid price excluding TE as a subcontractor did not reconcile
to their original bid price. This posed a risk to the evaluation of the pricer” r\
and the CFET (Finance) subsequently consulted with SCS to explain me;)' \\A

3 1%l
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concern as the impact of this difference was significant in refation to the
final scoring on price;

It was subsequently decided by SCS that further clarity from Bidder 2 \as
required to understand this difference. SCS together with a representative
of the finance team and in the presence of TIA engaged Bidder 2
telephonically on the evening of the 4 December 2013 to discuss this yn-

reconciled difference;

Bidder 2 indicated that the difference refated to them providing a price
based on the quote provided for fixed pricing as per the 1% darification
process instead of the price per their original tender submission,
Subsequent to this telephonic conversation Bidder 2 submitted a revised
clarity and the subsequent submission from them Indicated that the
impact of not using TE as a subcontractor would be a decrease in price of

R 1 530 150;

o The CFET (Finance) subsequently completed the evaluation on this basis;

» In summary the impact of excluding TE from the normalised base price is as
follows:

_Biav7 | Tgaca | Bty |

-1 530 180

e The normalised pricing used for evaluation purposes of all bidders (capital
acquisition cost) excluding TE as the main subcontractor i.e. using private sector
as the main subcontractor is summarised as per the table below;

44232853 | 33254876 42761272 | 27 499 481

Assumptioas used for pricing

Other than as noted above the following additional assumptions were used by the
CFET (Finance) in the price evaluation:

« Where the import content percentage was not supplied by bidders as part of
their pricing proposal and or clarification then the local content declaration form

as supplied by bidders was used to obtain the imported content;
The RFP requested break point pricing for batches of locomotives. As the TFR

requirement is for 465 locomotives, the CFET (Finance) used the pri ded
by bidders for 465 locomotives to conduct the evaluation; Zr )

N5 wa
-
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* Bidder 3 quoted for a price including and excluding utilising TE as the main byig
subcontractor. A reduced price of R 1640 000 per locomotive was offered with
private sector build Instead of TE, coupled with limitations to localisation, The
reduced price was taken into account for evaluation purposes as the evaluation
was done on the basis of bidders using the private sector as the main syp-

contractor for the build;

* The price of a standard list of capital spares and spare parts was requested as
part of the RFP, to be included In the acquisition cost of the locomotive. Where
bidders added additional items to this list of capital spares and spare parts then
these items were excluded for evaluation purposes In order to ensure that the
bidders were evaluated on the standard list thereby ensuring the evaiuation was
performed on an ike for like” basis. In instances whers a bidder did not provide
a price for a capital spare or spare part as per the standard list, then an average
Price of the remaining bidders was used to ensure that a realistic cormparison was (

achleved;
The Bonus points for Value Added services were not assessed, The main factor
for this decision Is that this item was not clearly defined in the RFP and the

technical team had no view of the requirement of “value adg" aspects and the
technical team was not allowed to have access to the financial files, Therefore

the finance team could not assess value added services;

5
M M M
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2. Total Cost of Ownership {TCO)

The evaluation of TCO is conducted based on the foliowing five elements (a
maximum of 20 points in total exciuding the bonus point allocation):

l. scheduled maintenance (8 points);
ii. lost revenue (4 points);
iit. unscheduled maintenance {4 points);
iv. energy utilisation (4 points);
v. overall TCO resuit bonus points (2 paints);

Points are allocated individually for each of the five elements above.

» Whilst reviewing the submissions received from bidders on the TCO model, we
noticed that the resuits of the scheduled and unscheduled maintenance varied
considerably. The CFET (Finance) was unable to ascertain whether these varled
results were as a result of bidders’ interpretations of the TCO model or as a resyit
of the different maintenance regimes of their respective locomotives. The result
of this is that the evaluation of the scheduled and unscheduled maintenance
could be subjective. The items that contribute to the subjectivity are as follows:

i. bldders used different labour rates;
li. bidders used different prices for similar components;
ii. bidders assumed different types of maintenance regimes and;
iv. bidders assumed different fallure rates for unscheduled maintenance;

+ Through discussions with CFET (Technical), we were however advised that the
above could be normalised by CFET (Technical), if required;

s The matter was discussed together with SCS and CFET (Technical) and it was
o decided that due to the subjectivity of this ftem, and because we did not want to
) make assumptions to change bidders submissions, different scenarios Including
and exduding scheduled and unscheduled maintenance should be prepared to
provide the Steering Committee with appropriate information to make a final
decision;

*  As per confirmation from CFET (Technical) all bidders confirmed as part of their
technical submission, that they would meet the required reliability regime 1.e.
that the locomotives offered would achieve less than 15 faults per million
kilometres. This contributes to reducing the risk of an unreiiable locometive and
as such provide some comfort should the unscheduled maintenance be excluded

from the TCO evaiuation. The draft supply agreement includes 3 penalty A
regime whereby should the stated minimurn reliabillty regime (15 faults pqgi kY
b M “)
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million kilometres) not be reached then the penalty clauses would come into

effect;

The resuits of the "TCO” evaluation scenarios are reflected below:

Scenarfo { - all elements of TCO included:

WHATIS BENG NEASURED

EFFECTIVE WEIGHT

Scenario 2 -~ (TCO) excluding unscheduled maintenance and excluding
bonus point allocation

Scenario 3 - (TCO) excluding unscheduled and excluding schedyled
maintenance and excluding bonus peoint allocation

WHAT |5 DEING MEASURED lﬁﬁ“ EFFECTIVE WHIGHT]

BIDDER

i i

2013/12/10 10:28 AM

CONFIDENTIAL

.

%,zﬁ/

J

Page 16 of 37 L\\

ki
NN



YIL-125

The TCO model as submitted by ail bidders was used as the basis for the
evaluation;

Escalation was normalised for all bidders for purposes of appropriate comparison,
CPI + 2 % was used as escalation for all bidders. CPI was obtained from the

current year’s budget guidelines;

The WACC rate was obtained from the latest Group Financial Planning Palicy
issued on the 1 of August 2012, and was used for the present vajue

calculations;

» The submissions by bidders in respect of failure rates, maintenance Strategies,
optional components requiring unscheduied replacement and the timing of
maintenance interventions varied significantly, however, as a finance team we
assumed that these submissions are refative to thelr locomotive/product type as
well as their maintenance regime and strategies. Accordingly we used the TCo

modeils as submitted by bidders to conduct the evaluation;

For the purposes of evaluating lost revenue as part of the TCO evaluation we
assumed that TFR's expected delivery schedule would be an equal number of
locomotives per month, as per the delivery batches stipulated within the relevant
years within the RFP (see delivery schedule notes below). The current average
TFR leasing rates per day was used to determine the lost revenue valye for ail

bidders. The lease revenue rate per day used for all bidders was R 18 707 per
locomotive;

s The energy model was designed by CFET (Technical} and was fully evajuated by
CFET (Technical) without the involvement of CFET (Finance), CFET (Finance)
incorporated the results of the energy model evaluation into the stage 6

evaluation of TCO;

* Some bidders included extra optional components for unscheduled maintenance
which other bidders have not included in their TCO model. We have not
removed this from the TCO mode! as suppliers would know the unscheduled

maintenance costs of their loco's best.

2013/12/10 10:28 AM CONFIDENTIAL Page 17 of 37
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3. Delivery schedule
The resuit of the “Delivery” evaluation is refiected below:

T . & W - .

¢ The effective date of contract signature was normalised to 1 September 2013 for
aill bidders in order to ensure consistent scoring;

* The RFP closing date was extended by about 7 months from 16 October 2017 to
30 April 2013. As such, for the purpose of evaluation, the expected start date for
delivery (previously March 2014) was aligned accordingly and was moved
forward by 7 months for all bidders (October 2014);

 Where bidders provided an accelerated delivery schedule whereby they would
deliver earlier than indicated in the RFP, and would complete delivery of all 465
locomotives earlier than expected in the RFP, then these bidders were allocated
the full points applicable for delivery for each subsequent year (where points
were allocated) after their delivery is fully completed;

e TFR would conduct acceptance tests prior to accepting locomotives. The length
of time taken to conduct acceptance testing is completely under the control of
TFR. Bidders were not advised how fong this acceptance testing would take
within the RFP. As such bidders made their own assumptions regarding the time
taken to conduct acceptance testing. In order to ensure consistency, the delivery
date as stipulated by bidders was used to conduct the evaluation instead of the §

acceptance date;

* Some bidders provided an aiternative delivery schedule based on more “imported
content” This option was not considered In any of the team’s evaluations as the

preferred position is to maximise local content;

™ SV

N,
\ \
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¢ The delivery schedules of all bidders is summarised as per the table below:

T — _: | T
TFRPlan | 100 | 160 | 100 | 20 | 6 | © | a6s
_— : 4 . tal = = |
 Bidder 1 0] 2% 98 | 133 | 146 62 | 465
‘Bidder 2 0 44| 107 140 1241 | 33 | 485
“Bidder 3 [ G 82 | 100 100 [ 377 | 465
Bidder 4 1 57 65| 165| 77 0 465

The above delivery schedule assumes a contract effectiveness date of 1 September
2013. The delivery schedule above would move out by an equal number of months
from 1 September 2013 to the actual date the contract is signed.

4. Payment terms

The resuit of the “Payment Terms” evaluation is reflected below:
WHAT [S BEING MEASURED GHT] EFFECTIVE .
1

e The approved evaluation criteria required the evaluation of payment terms on a
Net Present Value (NPV) basis. Therefore cash flows needed to be constructed
for all bidders using their declared payment terms. NPV cash flows are generaily
a factor of payment terms, delivery dates, discount rate and a price. As “price”
and “delivery” are evaluated separately as part of this stage 6 evaluation, the
CFET (Finance) standardised the price per loco (R 30 million) and the defivery
schedule (as per the RFP) for all bidders for the “payment terms” portion of the
stage 6 evaluation. This would have the effect of isolating the payment terms
offered by bldders on the cash flows for evaluation purposes. The primary reason
for this is to ensure that bidders who provide higher/lower prices and/or
faster/slower delivery schedules are not benefited or penalised twice in the

evaluation process;

o The draf supply agreement issued as annexure 1 of the RFP stipuiated a
different % preferred payment terms for TFR as compared to the preferred
payment terms stipulated in the RFP. After discussion with SCS we were advised
that bidders were advised through a dlarification that the preferred payment
terms of TFR Is as stipulated in the RFP. Where payments terms conflict r‘x
between the RFP response and the supply agreement response the payment/\. -

2013/12/10 10:28 AM CONFIDENTIAL /% page 19037 [\ M)
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terms as offered by bidders In response to the RFP was used for the evaluation
purposes;

Where bidders provided a percentage for the deposit Payment, we applied tha:
percentage to the standardised price to determine the deposit Payment, whereas
where bidders provided a fixed Rand amount we utilised that fixed Rand amount

as a deposit payment on the standardised price;

The WACC rate {12.56%) was obtained from the latest Group Financial Planning
Policy issued on the 1% of August 2012, and was used for the present vafye
calculations;

We used a standardised retention period of 6 months from acceptance date for
all bidders. The reason for this is that some bidders had Indicated retention

period to be when availability and reliability targets are achieved which coyiq
vary and can depend on various factors;

The payment terms of all bidders is summarised as per the table beiow:

.De._POSIt 1.08% L 1.43% Zs.m lo'm
Acceptance | 88.92%1 88.57%) 75.00%|..  27.00%
Retention | 10.00% 10.00% 0.00%||  3.00%

2013/12/10 10:28 AM

CONFIDENTIAL

N "{Page 20 of 3\\\;‘4 i
AN



f.{_ :

YIL-129

5. RFP & Contractual Compliance

The result of the "RFP & Contractual Compliance” evaluation is reflected below:

¢ Evaluation of the contractual compiiance matters related to the responses tg the
draft supply agreement by bidders was completely evaluated by Mr Kenneth
Diedricks (TFR General Counsel) from the TFR legal department. CFET (Finance)
incorporated the results of the contractual compliance evaluation into the stage 6

evaiuation of RFP & Contractual Compliance;

Evaluation of the RFP compliance matters related to the administrative
responsiveness to the RFP by bidders was evaluated by Ms Lindiwe Mdietshe
from the TFR SCS department. CFET (Finance) incorporated the results of the
RFP compliance evaluation into the stage 6 evaluation of RFP & Contractual

Compliance;

References were provided by all bidders and therefore SCS assumed thesa to be
adequate and scored full marks for alf bidders. We were advised by SCS that they
would contact references provided once a preferred bidder is chosen,

6. Financial Stability
The result of the *Financial Stability” evaluation is reflected below:

l TWHAT IS BEING MEASURED ‘l‘wﬁ‘e‘ﬁ? T &F WHIGHT

e The financial stability of the bidders was assessed as part of stage 2 of the
evaluation process. Please refer to the CFET (Finance) report relating to stage 2
issued on 31% July 2013. The scoring from stage 2 was carried forward to stage

6 of the evaluation.

2013/12/10 10:28 AM CONFIDENTIAL
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OVERALL RISKS

The following risks must be communicated to the steering com mittee apg
considered prior to final contract award:

Price

Hedging and Escalations

¢ The evaluation and scoring for pricing has been determined and explained above,
The CFET (Finance) would like to bring to the attention of the steering committee
that as a resuilt of the evaluation of price on the basis of excluding hedging costs
and escalation costs, that the following additional aspects be considered prior to
awarding the contract. These factors when considered either individuaily or in
combination could have a significant impact on the final negotiated price:

. Hedging;
.  Escalation and;
.  Break pricing;

A summary of the potential Impact of the items above on the evaluated price is
summarised below in order to provide the steering committee with a better

understanding:

Hadging

Note: Bidder 1 did net quote for forex hedging costs

Escalations
Note: Bidder 3 did not quote for escalations

8reak Point Pricing

e As the TFR requirement is for 465 locomotives, the CFET (finance) used the
pricing provided by bidders for 465 locomotives to conduct the evaluation. Break
paint pricing was provided by alt bidders and the price per locomotive varies
dependant on the batch size of the order placed. This must pe considered
should TFR decide to place an order for a smaller batch as the evaluation was
not conducted based on smaller batches. A decision regarding whether smaller
batches will be purchased has not yet been made and therefore was unknown at
the time of the evaluation. The table below Indicates the break point pricing
offered by bidders (based on their original tender responses where bidders used
the main subcontractor of their choice):

-

2_/} "\
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1 42 872 800 41361250 40 657 500 40805 625 40

7 DEBTIT|  4TWEHS|  WIMEIE] 3143668 [y

3 41072258 30106409 36880878 36480000 "ag;m'z

4 30773333  20854636| 28289553 28680768 | 25 624 580
Loco's comulatve | 0 | 20 | 300 40 T
[locospesyesr | w0 | w0 | 10 100 =

TE as a subcontractor

o With reference to the section of the report above dealing with TE as the main
subcontractor and the impact on price, the following matters need to be
cohsidered by the steering committee:

o Although the price has been normalised to exclude TE for evaluation
purposes, the use of TE as a main subcontractor Is highly probable as this
is a requirement as per the PFMA approval letter from the DPE. As such
prices will have to be negotiated with the preferred bidder/s including Te
and thus heeds to be considered by the steering committee prior to the
condusion of the evaluation process as this could have an impact on the

final price;

o The price that bidders provided based on their cholce of sub-contractor is
significantly different from the price used for evaluation purposes (where
the incremental cost of TE was excluded). This could change the
evaluation result and the final price contracted;

¢- Bidder 1 has not quoted using TE as the main subcontractor. No clarity
was obtained from this bidder as mentioned in the report above. If clarity
was obtained from this bidder and they indicated that there is no change
to their price whether TE will be used or not then the impact on the
evaluation scoring resuit could be significant;

o In addition It should be noted that should Bidder 1 bacome the preferrad
bidder then there is a risk of a potential price adfustment and possible
protracted negotiations. The finance team was unable to reasonably

quantify the quantum of this potential price adjustment. It should be
further noted that the use of TE as the sub-contractor could be an

incremental adjustment to Bidder 1”s price based on the differential
between using TE as a subcontractor versus the subcontractor costs
already induded in the price of Bidder 1’s submission;

o The delivery regime that bidders provided was based on their choice of -
sub-contractor (some with TE and some using private sector ¢ )
subcontractors). This could change should bidders be required to use TE. -} 7
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as a sub-contractor. A different delivery schedule could have an impact
on the evaluation resuit and the final delfivery schedule contracted;

¢ Standardised quantities of capital spares required were provided to all bidders a5
part of the RFP. All bidders quoted for these capitaf Spares based on the
quantities provided and this has been Included in the price of the locomotive
used for evaluation purposes. Following discussions with CFET (Technical) we
were advised that as failure rates of these capltal spares is not yet known, the
quantities requested may not be completely accurate at this point and may
change once the locomotives are placed into production;

* Quantities of maintenance spares required were provided by bidders as part of
the RFP. All bidders quoted for these malntenance spares based on thejr
knowledge of historical failure rates and this has been incuded in the price of the
locomotive used for evaiuation purposes. Following discussions with CFET
(Technical) we were advised that as failure rates of these Spares is not yet
known by TFR, the quantities provided may not be completely accurate at this
point and may change once the locomotives are placed into production,

I€O Madel

The maintenance and intervention regimes of the selected preferred bidder must
receive significant scrutiny during the negotiation phase. The CFET (Technical) wiit
be required to have a detailed understanding of the related submissions and shouig
conduct the necessary reviews and assessments of the maintenance and intervention
regimes of the selected bidder.

We would recommend that a clause be inserted into the supply contract whereby a
penalty is imposed upon the supplier for higher actual TCO costs as compared to
their tender submission. This penalty clause can be buit in on the basis of 3
periodic review (possibly every 5 years) of the actual energy usage, scheduied and
unscheduled maintenance costs of the locomotives as compared to their tender

submissions,

Delivery

The delivery schedule reflected In this report assumes a contract effectiveness date
of 1 September 2013, This delivery schedule would move out by an equal number of
months from 1 September 2013 to the actual date the contract is signed.

C

A
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MATTERS FOR APPROVAL OF THE STEERING COMMITTEE

The CFET (Finance) requests as part of this evaluation and based on the contents of the
report above the:
1. Approval of the price evaluation criteria on the basis of excluding hedging and

escalation costs;
2. Approval of ail assumptions used for scoring as outiined in this report;
3. Approval of the TCO scenario to be used for final evaluation;
4. Approvai of the price methodology provided to the CFET (Finance) for evaluation

purposes to exciude the impact of TE on price.

C
N Y
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CONCLUSION

Based on the scoring by the CFET (Finance) using the assumptions mentioned above, the
following Is a summary of the resuits of our evaiuation:

Seenario 1 - all elements of TCO iocluded

Frice _ ] 3% | B T i) - [ ™ —-______“

Total Cowt OF Ownersilp (TC0) 200 ' ) 2m
tivary Schedule (09] __300% ! KL 3 5 Y ] (

i Torma (P1) _ Wk | W% | v 0 &

CompWance [CC] | 10.00% HO0%_ 878 T 1

Financial Stability [FS, .00% L00% __2u EX g "

Scenario 2 - (TCO) excluding unscheduled maintenance and excloding
bonus point atlocation

WHAT IS BEING MEASURED WEIGHT | EFFECTIVE WEIGHT BIDDER

. Ol r
1lFice s 0 Wo0% ) W aw] wm z
—mwm-- ~20.00% W% | 400 0 0.00 2% )
Delivery Bchadule (DS) | %0% | 1500% i 4.08: .00 400 % :
__4Payment TarmaPY). T I000% 5.00% 10.60 10.00 800 905,
S{RFP & Conpactual Compliance [CC) .00% 8.00% (%13 275 700 780
Financlal $abiby (F8) T so0% | 3.00% A 300 125 23
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Scenario 3 - (TCO) excluding unscheduled and excluding scheduled
maintenance and excluding bonus point allocation

WHAT I8 BEING MEASURED

Yousuf Lahe /
Executive Manlager, Finance

mwm
XecUtive Manager, Finance

to/n / 2013

(O 2 1\

Tsietsi Meletsi

Debt Manager Group Treasury
1<l Jyurs

2013/12/10 10:28 AM

%2,0/,2/10@

Thabo Seapi
Senior Manager, Finance

~——TMohammed Moola
Senlor Manager, FAnance

1o /11 | 2013 "
Loyl

\
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Anfiexure A

Detailed Scoring Criteria and Allocated Points

Price:

YIL-136

WHAT |8 BEING WEIGHT |EFFECTIVE BODER

Sidder witht lowest prics & or any bidder within
0.80% of LTACAC

any bidder wiihin 1% to 1.90% of LTACAC
any bidder within 2% lo 2.80% of LTACAC
sy bidder within 3% to 4.99% of LTACAC
any bidder within 5% to 7.00% of LTACAC
any bldder withi 8% to 12.90% of LTACAC

ocnZallRe

>13% of LTACAC . .
% ook L W am—

Finaf score

1.2 Vil ik - . xtrn Bonus ool

Free Softwans & upgrades: to softwane .
Freo fiting & reptacement of pasts
atc.

Nota et tha menimum points avakable is 30
ineluding the bonus point

Notey:

Viglue Add Senices Includedin LTAGAT tn 2 -
the velue of > R 200 & par foco e ¥

The Bonus painis for Value Added senices was not assessed . The main factor or this sesumption is tat these items are aot clearly
defned in RFP end the technical ieam had 1o vew of the requinement of “wive 20" aspedts. Therefore the inance team did not hawe

1 the relmant axpertisa 1 asseas wlus addad senices.

2 Note: escalations and forex hadging costs were exciuded fram the price gefiralion - refer noles i dstailed avaluation shael,

The Price evaluation Rz baen dor on the basls of exduding the cogt of using TE as ihe main subcontracior. Bidders 2
s ancthar privale sector subcontactoris vaed {his was requested va clarlication Som bidder 2 & 43, 53 only (asuod
biddars that Indicated that they had used TE a5 the main subcontractor per the SD files. Bidder 3 aleeady quoled a prica

3 per thelr 1at tendsr reapanss.
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Annexure A {continued) - Detailed scoring criteria and allocated points - TCQ

Loweit Totnl cout of Owailmp LTCO) - NPV - for preventativfashidulyl mekdenanes & Mmmh

.1 ouemis. & shongy |
Lowsa! LTCO & amy biddet within 0.90% of
Lco
any bidder witNn 19 10 1.09% of LTCO
any bidder within 2% do 2.99% of LTCO
vy bidielee within 3% 1o 7.99% of LTCO
any biddor within 8% 1o 12.009% of LTCO

*13% of LTCO - _
% Resuk .
e e ——

1.2 Lowt Reviinug « Oppurmily oost
Lowest Leat Rewnus (LLR) - NPY

Lowest LR & any biddor within 0.90% of LLR
any bidder within 1% to 1.99% of LLR.

14000 F4ITVETE 11884800 745188

o D

3127952083 " 2000 041494 4230 800681 1741 514 815

0 - WA

sy bidder within 2% i 3.99% of LR
any bidder whhin 4% 1o 12.98% of LLR

»13% of LI R

% Result 0% B T T Y
Sooe N T U RGO

1.3 Comvativalunsoheduled mshisnsnes plan
Lowsat bechnically trtable i umwm-w-mmmmmw“

[

2024 903

<081 of On

3067 o0 25 516 149 5 422 905

Lowest LTACMCO & within 1.89% of LTACMCCO
within 2% to 4.90% of LTACMCO

within 5% 1o 7.80% of LTACMCO

within 8% to 12.98% of LTACMCO

*93% of LTACMCO

% Result

[ L N T )
Soors PR T

1.4 Enargy
Lowse! techwicelly acceptable anergy coal (LTEC) - NPV - {

(= S N Y

i and prevartetihe ma 1)

100 291 268

T3 600 167 96507 862 10D 089 248

Lowest LTEC & within 0.99% of LTCO
within 1% to 1.99% of LTEC

within 2% {0 3.60% of LTEC

within 4% to 12.90% of LTEC
»13% of LVEC

% Rewult

Seom —____F‘_—__w 2% 6%

1.8 Bomes Poleis « ovarall lowest NPV for TCO (exeluding iom revenue)

(- SR

Loweot overall NPV & within (.99% of lowast
overall NPY 4 60 918 120

within 1% {o 2.90% of jowost overall NPV 1
»2.99% of lowest overall MEY ¢ -
% Reaull ﬁﬁa

Beare
Note thet the maiimem painls svalishle is 20 Including the bore point
Digtews;
1 Wa usad Ine TCO caiculations ae provided by bidders. Biddere couid (ol that thay have) miacaloulaie and sitect & low lfacyole coel, Thig
could exposa TFR 1o dsk of higher dfe cycle costs than thal which wes used for svauation,

Wa commaend thal a penalty clawse is bullt inlo the conirect to miligate tha rigk of sxpeaure of changed Intha TCD cwver ﬁﬁiﬂ‘llhassat

: eZII‘; f\
Q-

137 786 8oy 42877 831 113587 840
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Annexure A {continued}

Detailed Scoring Criteria and Allocated Points

Financia! Stability:

YIL-138

pe.

7.5 NPATTal Seuity
ROE
Groater than 40% R =,
- - ST
iithoon =
. 12.2%]. .
Y 1 s
Lo8s —t :
_ 3 B:5%
a4, o 4.4%
Sy —— g
7.7 EBIT/Nst Finance Charges
> & Timea il = Ll L)
> 4 Times L] 8 =
> 3 Thiks
299
1 i ;
4 N F]
78
CASH FLOW
Cash generated by operations
R -cash getorated
om 1 5/ 2581637 108 | 3420 168 194: A4 22% 757 500 | 264 9971 932 S00
rierium R 400N Gavh Gareraied |
from Of i
Wilnirum R 100m caeh genarated
Irom Operationa 2
imum R G0 eash Ponarated
m lons L
< R 50 m aa comparad to ihe beat
g
|5eore:
Tolal score 18.00 20,00 10
Flnal Score L 23] 3;_1 az] 238
N
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ANNEXURE B

The table below indicates the items that were added or deducted to the base price as
subrnitted by the bidders in order to normalise the price of the locomotive for evaluation

purposes,

ADL for the driver aasistant e e
be: Iicliadt b dhe besa price of tendare,
o 3 716 : WMMHMM_”H'M
_mmel izl
G400
- -348 8%
Instalation of RDP cabing Al tencerars havis Inchaded tee provisbning in bt prics ket
"“mhmmmwmu&?m
n- T ore: no ml'lﬂi mm
Instaintion of combinalion of RDP/WOP sma cabing
tendenws have hobded the N the¥ pricg hut
© @xciuded the equipment cost it i tmee prke a
o adjustment (o the kase prie & retuhed for
. . PUTPOGeS,
af dummy i e power suppies and ECP knciion 1 ‘Tt piice of Tenderer 3 s benderer 1, 7
7181 have ncludad tie bern h e price
5 An esgenthl RopAement that sold mulki-wear whoels ]
veth e option o tyring the whael be offerad and thet twe
sherl confom 8 AAR-Specfication M-107 for clysy B
el or an equicient iternational standasd to be agead A base grice uf tandeser 1, us al other tasdsrars hava
1 Lt Rak 912 thik optinn nclided, ks
‘ractinn ik when pk beales: ane appled et
i ~12 500 -9488
Fre Datnction
(MU Operation ([nter Incewtiva cormunicativn)
42 ol
Equiprssnt coat of WDP/ECP anxd ROP combinaton and RDP
a rivkh of 37169 the fieak of 465 oos _—,
488 036 SMSZL] 106084
Totet alfusiyumnt o basa price 204 108 196 389 2659 837 SE1 383
st oF WOP/ECP equiviem 000 BEM 1035400 %735
oft FOF squbeTy ool 460000 957505 544841
[Cmbhaten ko | WOP/ECE m ARy a0 000, BBET 143579 1184557 - = —
Equiparnt cout of WDP/ EOP and RDP combimetion
and ROP andy In & ratio of 370:89 the Mleet of 465 m%ﬁmﬁzmn;:m‘m“
locou . 3. 10 proviied the spit which|
o . s 54 5. 1ONGH | mumwmmmwmmmfwum
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Annexure €

The table below indlcates the standard delivery schedule used for the payment terms
evaluation.

April

May

June

July
August
Saptember
October
November
Pecember
January
February
March

mwmmmwmmmmom:_
mmmwmmmmmmmm::'
wmwwmwmmwmww__f
wmwmmmmmwmww_

mmm.mmmummmc\m_:

8
8
5
8
&
&

Total

o
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2. Total Cost of Owaership (TCO)
TCG evaluation criteria

The evaluation of TCO Is conducted based on the following five elements (maximum
of 20 points in total excluding the bonus point allocation):

i. scheduled maintenance (8 points);
ii. lost revenue (4 points);
fi. unscheduled maintenance (4 points);
iv. energy utilisation (4 points);
v. overall TCO result bonus points (2 points);

Points are allocated individually for each of the five elements above,

» Whilst reviewing the submissions received from bidders on the TCO model, we
noticed that the results of the scheduled and unscheduled maintenance varied
considerably. The CFET (Finance) was unable to ascertain whether these varied
results were as a result of bidders’ interpretations of the TCO mode! or as a result
of the different maintenance regimes of their respective locomotives. The result
of this is that the evaluation of the scheduled and unscheduied malntenance
could be subjective. The items that contribute to the subjectivity are as follows:

i, bidders used different labour rates;
il. bidders used different prices for similar components;

lii. bidders assumed different types of maintenance regimes and
fv. bidders assumed different fallure rates for unscheduled maintenance;

+  Through discussions with CFET (Technical), we were however advised that the
above could be normalised by CFET (Technical), if required;

» The matter was discussed together with SCS and CFET (Technical) and it was
decided that due to the subjectivity of this item, and because we did not want to
make assumptions to change bidders submissions, different scenarios including
and excluding scheduled and unschieduled maintenance should be prepared to
provide the Steering Committee with appropriate information to make a final
decision;

¢  As per confirmation from CFET (Technical) all bidders confirmed as part of their
technical submission, that they would meet the required reliability regime i, e,
that the locomotives offered would achieve less than 15 faults per million
kilometres. This contributes to reducing the risk of an unreiiable locomotive and
as such provide some comfort should the unscheduled maintenance be excluded
from the TCO evaluation, The draft supply agreement includes a penalty

regime whereby should the stated minimum reliabllity regime (4§ faults per
million kilometres) not be reached then the penalty clauses wolild come into N
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The results of the “TCO” evaluation scenarios are reflected below:

Scenario 1 - all elements of TCO included:

VAT 75 BBNG NEAGURED Al &
1 I C|

Scenaria 2 - (TCQ) excluding unscheduled maintenance g

nd excluding
bonus point allocatien

WHAY R

Scenario 3 - (TCQ) excluding unscheduled and excluding scheduleq
maintenance and excluding bonus peint allocation

WHAT i BERG
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Assumptions ysed for TCO model evaluation
e The TCO model as submitted by all bidders was used as the basis for the
evaluation;

o Escalation was normalised for all bidders for purpases of appropriate comparison.
CPI + 2 % was used as escaiation for alf bidders. CPI was obtained from the

current year's budget guidelines;

o The WACC rate (12.56%}) was obtained from the latest Group Financial Planning
Policy issued on the 1% of August 2012, and was used for the present valye

calculations;

e The submissions by bidders in respect of failure rates, maintenance strategies,
optional components requiring unscheduled replacement and the timing of
maintenance interventions varied significantly, however, as a finance team we
assumed that these submissions are refative to their locomotive/product type as
well as their maintenance regime and strategies. Accordingly we used the TCO
models as submitted by bidders to conduct the evaluation;

» For the purposes of evaluating lost revenue as part of the TCO evaluation we
assumed that TFR's expected delivery schedule would be an equal number of
locomotives per month, as per the delivery batches stipulated within the refevant
years within the RFP (see delivery schedule notes below). The current average
TFR leasing rates per day was used to determine the lost revenue value for ali
bidders. The iease revenue rate per day used for all bidders was R 24 632 per

locomotive;

» The energy model was designed by CFET (Technical) and was fully evaluated by
CFET (Technical) without the invoivement of CFET (Finance). CFET (Finance)
incorporated the results of the energy model evaluation into the stage 6

evaluation of TCO;

» Some bidders included extra optionai components for unscheduled maintenance
which other bidders have not incdluded in their TCO model. We have not
removed this from the TCO model as suppliers would know the unscheduled
maintenance costs of their loco's best;

The cost of major components and materials as submitted in the TCO models of
bidders 5 & 7 looked abnormally low; this was clarified as part of the clarification
request submitted to these bidders. Both bidders confirmed post clarification that

the amounts quoted were correct,
C e
L .\"\. ! ’
N
— M .
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3. Delivery schedule

The result of the “Delivery” evaluation is reflected below:

’Wﬁmm I e —
i ) | p i ;‘ ,-

+ The effective date of contract signature was normalised to 1 September 2013 for
all bidders in order to ensure consistent scoring;

* The RFP dosing date was extended by about 7 months from 16 October 2012 to
30 April 2013, As such, for the purpose of evaluation, the expected start date for
delivery (previously March 2014) was aligned accordingly and was moved
forward by 7 months for all bidders (October 2014);

¢ Where bidders provided an accelerated delfivery schedule whereby they would
defiver earlier than indicated in the RFP, and would complete delivery of all 599
locomotives earfier than expected in the RFP, then these bidders were allocatad
the full points applicable for defivery for each subsequent year {(where points
were allocated) after their delivery is fully completed;

« TFR would conduct acceptance tests prior to accepting locomotives, The length
of time taken o conduct acceptance testing is completely under the control of
TFR. Bidders were not advised how long this acceptance testing would take
within the RFP, As such bidders made their own assumptions regarding the tima
taken to conduct acceptance testing. In order to ensure consistency, the delivery
date as stipulated by bidders was used to conduct the evaluation instead of the
acceptance date;

= Some bidders provided an alternative delivery schedule based on more “imported
content” This option was not considered in any of the team’s evaluations ag the
preferred position is to maximise local content;

2013/12/10 11:37 AM CONFIDENTIAL J
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* The delivery schedules of all bidders is summarised as per the table below:

I S E— ] 1

‘Per RFP 65 130 130 130 144 0 | se9
Bidder 1 73 159 164 164 39 0 | 599 |
Bidder 2 166 142 146 145 | o 0 | se9
Bidder 3 0 81 151 155 153 | 59 599
Bidder 5 20 133 130 130 138 a8 | sep |
Bidder 7 9 103 135 135 135 82 | 5%

4.

2013/12/10 11:37 AM CONFIDENTIAL y

The above delivery schedule assumes a contract effectiveness date of 1 September
2013. The delivery schedule above would move out by an equal number of months
from 1 September 2013 to the actual date the contract is signed.

Payment terms

The result of the "Payment Terms” evaluation is reflected below:

WHAY IS ADNG MEASURED EFFECTIVE WEIGHT | BILDER, %

1 i 3 4 o i

Assumptions used in nayms:}m_malm

s The approved evaluation criteria required the evaluation of payment terms on a
Net Present Value (NPV) basis. Therefore cash flows needed to be constructed
for ail bidders using their declared payment terms. Cash flows are generally a
factor of payment terms, delivery dates, discount rate and a price. As “price”
and “defivery” are evaluated separately as part of this stage 6 evaluation, the
CFET (Finance) standardised the price per loco (R 31 million) and the defivery
schedule (as per the RFP) for all bidders for the “payment terms” portion of the
stage 6 evaluation. This would have the effect of isolating the payment terms
offered by bidders on the cash flows for evaluation purposes, The primary reason
for this is to ensure that bidders who provide higherflower prices andfor
faster/siower delivery scheduies are not benefited or penalised twice in the

evaiuation process;

e The draft supply agreement issued as annexure 1 of the R
different % preferred payment terms for TFR as compared



that bidders were advised through a darification that the

terms of TFR s as stipulated in the RFP. Where payments

between the RFP response and the supply agreement respon
terms as offered by bidders in response to the RFP was used

purposes;

YIL-146

preferred payment
terms conflicted

se the payment
for the evaluation

¢ Where bidders provided a percentage for the deposit payment, we applied that

percentage to the standardised price to determine the deposit paym
where bidders provided a fixed Rand amount we utilised that ficed

as a deposit payment on the standardised price;

» The WACC rate (12.56%) was obtained from the [atest Group

ent, whereas

Rand amount

Financial Planning

Policy issued on the 1% of August 2012, and was used for the present value
calculations;

« We used a standardised retention period of 6 months from acceptance date for -
all bidders. The reason for this is that some bidders had indicated retention °
period to be when availability and reliability targets are achlieved which could
vary and can depend on various factors;

¢ The payment terms of all bidders is summarised as per the table below:

[Benosit on effociive date 8% 1.62% 1.62%| 1.62%. 1.62%

Miestone 2 8% i 9,005

|Miiestone 3 5% 3.00% 0.00%

[Miiestone 4 3,00%

|Miestone 5 5.00%

[Mileetone & 3.00% h

Tolal payments befors acceptance 24.00% 1.82%] 24.629% 1.82%/ 182

On st fecomotive accoptance 85%) 88.38% 65.39% B8.30% $8,38%

Redontion 109%| . 10.00% 0.00%

Total 100.00% 100.00% 100.00% 100.00% 100.00%]
& A detailed explanation as to how the scoring was arrived at is attached as

Annexure D of this report,
;
p A
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S. RFP & Contractual Compliance

The resuit of the “"RFP & Contractual Compliance” evaluation is reflected below:

| WHAT i5 BUNG MEASURED .l“ l EFFECTIVE WEIGHT 3 ; ﬂ_m y ﬁ—_?

+ Evaluation of the contractual compiiance matters related to the responses to the
draft supply agreement by bidders was completely evaluated by Mr Kenneth
Diedricks (TFR General Counsel) from the TFR legal department. CFET (Finance)
incorporated the results of the contractual compliance evaluation into the stage 6
evaluation of RFP & Contractual Compliance;

Evaluation of the RFP compliance maiters related to the administrative
responsiveness to the RFP by bldders was evaluated by Ms Lindiwe Mdietshe
from the TFR SCS department. CFET (Finance) incorporated the results of the
RFP compllance evaluation into the stage 6 evaluation of RFP & Contractual

Compliance;

References were provided by all bidders and therefore SCS assumed these to be
adequate and scored full marks for all bidders. We were advised by SCS that they
would contact references provided once a preferred bidder is chosen.

6. Financial Stability

The resuit of the "Financial Stability” evaluation is reflected below:

WHAT 15 BRIRG MEASURED EFFECTIVE WEGHT| BIDDER
—3 T —

« The financial stability of the bidders was assessed as part of stage 2 of the
evaluation process. Please refer to the CFET (Finance) report relating to stage 2
issued on 31% July 2013. The scoring from stage 2 was carried forward to stage

6 of the evaluation.
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OVERALL RISKS

The following risks must be communicated to the steering committee and
considered prior to final contract award:

Price

Hedging and Escalatians

¢ The evaluation and scoring for pricing has been determined and explained above.
The CFET (Finance) would like to bring to the attention of the steering committee
that as a result of the evaluation of price on the basis of excluding hedging costs
and escalation costs, that the following additional aspects be considered prior to
awarding the contract. These factors when considered either individually or in
combinatian could have a significant impact on the final negotiated price:

. Hedging;
ii. Escalation and;

ili. Break pricing;

A summary of the potential impact of the items above on the evailuated price is
summarised below in order to provide the steering committee with a better

understanding:

Hadalim

Break Point Pricing

» As the TFR requirement is for 599 locomotives, the CFET (finance) used the
pricing provided by bidders for 599 locomotives to conduct the evaluation, Break
point pricing was provided by all bidders and the price per locomotive varies
dependant on the batch size of the order placed. This must be considered
should TFR decide to place an order for a smaller batch as the evalustion was
not conducted based on smaller batches, A decision regarding whether smalier
batches will be purchased has not yet been made and therefore was unknown at
the time of the evaluation. The table below indicates the break point pricing
offered by bidders (based on their original tender responses where bidders used

the main subcontractor of their choice):

- -- Y,
L { Page22ofg0
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Bidder 1 49 BED 694 37 247 559 34 555 142 33 245 507 30 955 000
Bidder 2 42 500 732 36 482 977 35255426 34 737 905 34 3680 000
Bidder 3 81 168 577 51 030 239 | 4 006 189 42 355 684 35 908 g4
Bidder & 51 350 000 37 338 000 34 175000 32 575 000 31 358 (00
Bidder 7 51264 417 42 438 403 30 742 638 37201313 | 29 680 p00
Locos par year 65 130 130 130 144
Locos curnulative 65 195 25 485 588

TH &8 subconiraclor

+ With reference to the section of the report above dealing with TE as the main
subcontractor and the impact on price, the following matters need to be
considered by the steering committee:

(=]
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Although the price has been normalised to exclude TE for evaluation
purposes, the use of TE as a main subcontractor is highly probable as this
is a requirement as per the PFMA approval letter from the DPE. As such
prices will have to be negotiated with the preferred bidder/s induding TE
and thus needs to be considered by the steering commiitee prior to the
condlusion of the evaluation process as this could have an impact on the

final price;

The price that bidders provided based on their choice of sub-contractor is
significantly different from the price used for evaluation purposes {where
the incremental cost of TE was excluded). This could change the
evaluation result and the final price contracted;

Bidder 3 and Bidder 7 have not quoted using TE as the main
subcontractor. No clarity was obtained from these bidders as mentioned
in the report above. If clarity was obtained from these two bidders and
they indicated that there is ne change to their price whether TE will be
used or not (as was the response from Bidder 5) then the Impact on the
evaluation scoring result could be significant;

In addition it should be noted that should Bidder 3 or 7 become the
preferred bidder then there is a risk of a potential price adjustment and
possible protracted negotiations. The flnance team was unable to
reasonably quantify the quantum of this potential price adjustment, Xt
should be further noted that the use of TE as the sub-contractor could be
an Incremental adjustment to Bidder 3 or 7"s price based on the
differential between using TE as a subcontractor versus the subcontractor
costs already included in the price of Bidder 3 or 7's submission;

The delivery regime that bidders provided was based on their choice of o
sub-contractor (some with TE and some using \private _m(,,. B\
M
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subcontractors). This could change should bidders be required to yse TE
as a sub-contractor. A different delivery schedule could have an Impact
on the evaluation result and the final delivery schedule contracted,

tmpact ef capital and maintenance spares on price

+ Standardised quantities of capital spares required were provided to ail bidders as
part of the RFP. All bidders quoted for these capital spares based on the
quantities provided and this has been incduded in the price of the locomotive
used for evaluation purposes. Following discussions with CFET (Technical) we
were advised that as fallure rates of these capital spares is not yet known, the
quantities requested may not be completely accurate at this point and may
change once the locomotives are placed Into production;

= Quantities of maintenance spares required were provided by bidders as part of
the RFP, ""All bidders quoted for these maintenance spares based on thejr
knowdedge of historical failure rates and this has been included in the price of the
locomotive used for evaluation purposes. Following discussions with CFET
(Technical) we were advised that as fallure rates of these spares is not yet
known by TFR, the quantities provided may not be completely accurate at this
point and may change once the locomotives are placed into production.

TCO Mode|

The maintenance and intervention regimes of the selected preferred bidder must
recelve significant scrutiny during the negotiation phase. The CFET (Technical) will
be required 1o have a detailed understanding of the related submissions and should
conduct the necessary reviews and assessments of the maintenance and intervention

regimes of the selected bidder.

We would recommend that a clause be inserted into the supply contract whereby a
penalty is imposed upon the supplier for higher actual TCO costs as compared to
their tender submission. This penalty clause canbe built in on the basis of a
periodic review (possibly every 5 years) of the actual energy usage, scheduled and
unscheduled maintenance costs of the locomotives as compared to their tender

submissions.
N, \ S M
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Delivery schedule

Some bidders’ defivery schedules differed significantly from the requirements of
Transnet. Although these bidders would score relatively low points in this area of
scoring, the overall scoring may still be high due to other scoring criteria being taken
into account like price, TCO, payments terms etc. Should any of these bidders be
awarded a preferred bidder status it would be critically important for TFR to
understand the committed dellvery schedule based on their bid response. This couiqd
significantly impact the outcome of negotiations with these bidders, The dellvery
schedule reflected In this report assumes a contract effectiveness date of 1
September 2013. This delivery schedule would move out by an equai number of
months from 1 September 2013 io the actual date the contract is signed.
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MATTERS FOR APPROVAL OF THE STEERING COMMITTEE

The CFET (Finance) requests as part of this evaluation and based on the contents of the
report above the:

1. Approval of the price evaluation criteria on the basis of exduding hedging and

escalation costs;
2. Approvai of alf assumptions used for scoring as outlined in this report;
3. Approval of the TCO scenario to be used for final evaluation;
4. Approval of the price methodology provided to the CFET (Finance) for evaluation

purposes to exclude the impact of TE on price.
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CONCLUSION

Based on the scoring by the CFET (Finance) using the assumptions mentioned above, the
foliowing is a summary of the resuits of our evaluation:

seenario 1 - atl elements of TCO included

— WHAT IS BEING MEASURED EFFECTIVE WE BIDDER e
1 2 ] 4 [3 ] 7
—[Pries 2 A O] WA— W WA T #w
' otal Cost O1 Gwnavship (TGO} T0.00% 1290% E1) an @!:W_TET n
3[Delivary Schedule (D8] 13 6% _ BW| XN IW] WA | ww| Wk
4|Payment Terms 1] 10.00% S.00% 0.00| —_ﬁ—‘-ﬂﬂ'_m— M| WA | tom
RFP & Contraviual Compliante (CG) | 10.00% 5.00% (%] ] 3] NA | wm| wA | im
Financial Stabiily (7S) $00% T00% | aw| 2®| WA |zl wma ]

Scenario 2 - (TCO) excluding unscheduled maintenance and excluding

bonus peint allocation

1 2 3 [] § § 7
1|Price : FT ) #/9% | %w| wm| 00| WA 0% WA
'—lecu Of Ownorstip (1C0) 20.00% 1200% 10| a00| 4| WA 00| A
Delivory Schedule (DF) B0 TB0% me0| 6 600 WA 538 WA 7]
Payment Toms T) 10.00% 6.00% 08| 1000 100] Wa 99| WA T
5{RFP & Contractual Compliance 00) | 10.00% 6.06% aTE| o] 63| wa | N §r3
8{Financial Stebilly (FS)_ E00% 3.00% el sw|  2m] WA 208 WA | i
11

' AR
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Scenario 3 - (TCO) excluding unscheduied and excluding schedyled
maintenance and exciuding bonus point allocation

HAT IS BEING MEASURED | WES FECTIVE WEIGHT BIDDER Ey )
1[Prics 0% {6.00% o] 1o 0N WA | a0 L
“;r[rour Cost Of Ownaratilp (TCQ) 20.50% 1Z00% 100 &07 AW] WA o0 haa 000
‘.&mmuamm 2.00% 15.00% W 0 WA 60| A Fee
| Puymant Tenea (PT]. T0.00% | o00% am|  wos 9 50 WA | W
[ &8 [CG) | 10.06% 605% &7 (] i8 s WA v
Financial Stabithy | 5.00% 300% 0 §:00 28| WA _ﬁj NA | Z®
(!
e
) w\n\ v
\ 1
Yousuf Lahe

Executive Manager, Finance

Tha.t-':s{;ii—_- 7 fC/f.Z’/ RECTES

Senior Manager, Finance

Mohammed Moola
Senior Manager, Finance

1o fi2./ 2017 B
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Aphexure A

Detailed Scoring Criteria and Allocated Psints

Price;

WHAT 19 BEING WHGHT

Sioder with fowset peéce & v any biddar wiin

O.96% WLTACAC

ey bicar il 1% Lo 1.00% of ETACAC
any Bidder wlion 2% & 2.00% of LTACAC
ey bider it 3% |5 .99% of LTACAC
o0y bicler wiin 5% 10 7.00% o LTACAC
any bidder st 8% 1o 12.00% of LTACAC

>13% ol LTACAC
% ot Oih A% 4ok BN wa 5%
Fiod Scome : 8 BT R

Vil Aod Sendess included In LTACAC s the

valug ol > R 200 & per baoa wr 1
Fros Soluir & wpgmeses i anfiwan

Froe Biting & ephacement of pars

olt.

% maoll
Final Scom

caZaNPE

Hale that the manimum paints aveiebis is 30
Tncluding b bovues poinl

fiptes:
MGNunJmhermmnmmnum.momﬂnbﬂwhrlilmwalwhﬂﬂﬂunbwmmcbﬁyﬂwhmwhmlmwnmﬂh

1 mquimemenl of *wlkia add* supecls, Tharebwe K fnancs toem oo ret kave the mdsmol sxpertie: o sezess i ided sanices

2 Nota: escaiiione end fomi hadping cosls ware axclided fiom He pice asluekion - mier netes in delalisd ovaluation shael.
ThtPduumllmlmmdmnnmahﬁsomﬂuﬁwmmﬁmho'ﬁulhmMhmmmwumg“mmw
mmm:rhmaumacenmd«mﬂmuammumm1.2&5).scsmwmmwmmmmmmmnumwmm

9 the mui eviicontsetor per the S0 es.

2013/12/10 11:37 AM CONFIDENTIAL Page 29 of 40

™

M-+



YIL-156

Annexure A (continued) - Detailed scoring criteria and allocated points - TCQ

1. Losvant Tola! sst of Owneeship ILTO0) - NPV - for p uted gl oniy § ] y Sanergy)

Lowsa! LTCO & any bidder witin 0.0 of
Lo AT BV T nia BTETAD 2620025

bkl wifhén 196 0 1.96% of LTCO
ny Bidder witkics 2% bo Z05% of LICO
iy bicderwittin 2% 4o 7.00% of LTCO
Sy bk wilhin % ¥ 12005 of LYCO

1% oL
%m = [IL3 Eirii W__T_‘—T——-—ﬁm—«

Flng! Score

1.2 Lost Meveons - Opportuntly sasl
Lowsst Log| Mewencs (LLR} - NPV

Lowsst LL& & mty bidkier witthn &,890W oFLLR
ey blcdor wiiia. 1% b0 1:96 o LR

oy Giikder wdibin 2% 00 3.00% of LR

any Dicker sl 4% |8 12.00% of LLR
*1¥% of LLR

% maut!

Flnal Score

.3 Corecliest . plan
Lowest b i cagt el

D M AN

ERL-E UL ITE | O TR B P T fta 1026 1 7 3 o s it

o b

Lowaal LTACNICO & withie: 1.89% of
LTACMCO 1e1a 918 RTE2 220208 iy 2149 405 A -
within 29 t0 4.08% of LTACHCD
Wi 8% b 7.09% of LTACHICO
witin &% {0 12.00% of LTACMCD
IR OILTACMOO

% reauit
Fiasl Srore
1.4 Emrgy
Lomaat tochnically mcoeplabie anerDy aoat {LTECS - WPV - (excluding cowetive it pravriolive mainienances)
BEE42  OTRME 7150605 wa 0400 083 Ria 14302 230

oW e

Lawsel LYEC & whinin 0.99% of LTCO
within H b 1.00% of LTEC
within 2% b0 3.08% of LTEC
within #% bo 12.95% of CTEC

=13% of LTEC

% maull

Finsl Ecere

1.5 Boowrs Palais » cuam il lowest HEY Ror 10O {exsluding losl mmrws)

R N

Eonminkt wvmril MY & withivy 0:00% of ionaast
ol NEY

WILhin 196 fo .09 of lowwal owarali NPV
=2.90% oliowest ourall MV

% msuil TR _ : —;E»———‘___.,_._

OSSN SIS 160MZME 1285 57 na PR,

[y

1 Wa ket the TCO calciialions ax prodded by biddom. Blidens could (rol thal they hawe) miscpieulale and alect 2 law Keoyeie cot! This

could axpose TFR, b rlek of igher e 2yale conts an that which wes wsed for
mmnnmmn-mevmebmmmmm»wmmamorm«mmroowmuomm.

| which other bidders htne not included e s nok ¢
wiipchistytird malntonance cosie of {hir loco's beat,

Sema hidders Included sl opdioneg D [
2
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Apnexure A (continued)

Detailed Scoring Criteria and Allocated Points

Delivery:

WHA WEGHT | EFFECTIVE BIDDER
¥ T

New GFE Edctric Locomolive Plen
Dodhery Puriote
Crueniity of Locomative [

(:f'

Fing Score

Cuxaulptten Rmbbr o loco's demorsd
2.1 on #me each yesr

65 ioco's by Mareh 2015
165 loco's by March 2016
225 loco's by March 2017
456 Jocofs by March 2018
699 loco's by Match 2010
Tois! points

Number of faco's defiered ors ime sach
3.2 yoer

65 kot during Financia! Yeer March
2015

180 iocqis deng Finsnclel Yaar Merch
me

130 locols duing Finenclal Year March
27

130 Jocely. during Financlel Yaer Merch
2018

144 foco's duing Financlal Year Mavch
_ 2019

Ly ol

Totn) scoring ingut of 23

N\

e
o
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Annexure A (continued)

Detailed Scoring Criteria and Aliocated Points

Payment Terms:

WHAT 18 BEING MEASURED WEIGHT| BIDDER

4.1 Cash Fiow - Time Vatus of money

Bost payment tesas fom & tinte wekos of
maney parspactive & within 0,00 % of best
piymeni leems 10
Within t & 1,99 % of the best payment

temme []
Wiihin 2 18 2.90 % of the best payment
loms

Wikhin 3 15 2.00 % of the best payment
tams 7
Vilthin 4 %- 4.00 % of the bast payment
1pms

Within & %- 5,00 % of the best payment
[

Wikhin 8 %- 7.99 % of tha best payment
twme 4
Wihin @ %- 6.99 % of ! best papment

torne 3
Within 10 %- 11.00 % of {he besl poymeni
{ems

Vitihin 12 %- 12,09 % of the best payment
tems

> 13 % of bost payment tesme 0

ol — ; “Q\\
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Annexure A - Detailed Scoring Criteria and Alocated Points - Contractual Compliance

i T R
WEIGHT | &FFECTIVE =P
|
¥=0.26
N=D
Genersi iormalion diy completed (RFP
5.1 paction 3}
Provided AUDITED nancial staberrwents for
5.2 the pael 3 years o ]
Privided AUDITED fnencial stotements for
5.9 quaners thereafisr ] o ] 9 B o
Frovidad fatast faling repart from cuvenl b
barker (Fitch ¢ equivelent ) B adegiacy
8.4 hapsof 0.28 o028 W 025 0,25 0.25 0.2
Frodded strength of aparovels (RFP P : g ’
5.5 seclion 38 - cj & adequacy Ihewc! n.zs_ 6,25 zsi o, 35‘ 0,25 025
Prooed & oomplele breskdown on
propased Anancing alruchurs on By optisn
5.6 {RFP section 3B - b) & sdequacy shersol 025 0.28 02 025 . o
Prosded company eqully siarciwe : -
[Holding company end subaldiaries {RFP
5.7 saclon 36 - d} & sdequacy fhemo! 0.5 0.2 0925 025 0.2 D.25
Provided company debt strciups (Hoking
company and subsintaries)(RFA seetion
5.0 38 - #) & 20vquacy Ihereof 025 025 a5 0.25 0,28 .
Provided hedglng strategy (RFP sechion s
5.9 38 -} & adequacy ihenof 0-25‘ a U. 025 0.25 038
Prewdded insurnce sirolegy (REP section u
510 38 - g & adequacy theren! 0.25‘ 026 0.25' .28 025 025
Prostiad tax strategy (REF section 38 - h .
511 & adequacy thamof 8.3 028 025 0.25 o 0.8
Gesh fow modof adaqualsty provided (RFP
.12 swctlon 3 C) 0.25 025 0.2 - 025 0.25
Prinided “Sensiliviy Analysts” '
513 relios/proposal | na wa n'a nia e e
5.74 Provded Manusia 0.2 028 0.25 0.25 oo o
6.16 Provdar biock Ups 0.26 028 0.2% 0.25 028 0.25
5,18 Proscsd Malntsnancs Plan 0.2 025 025 0.25 .25 0.28
2.17 Proided Training & Trailng Marusie a.25 025 0.25 0.25 025 028
5.18 Prowded S0 pmposaliobligelions 0,25 .28 0.5 0,28 028
5.18 Rand baged priclng ofered azy 025 0z 0.25 0.25 papae
.20 Fixed pricing excludng escatations a2 Dis 025 0,25 0.25 o
Risk provish quatety completed ’
521 (nsction 2 "cleuse 12° of RFF) 0.z 025 0.25 025
8.2 Refrunces edequile 228 028 025 Py o
Dasign ifs paranales olfemed sdequate 3
6.23 (ol fazs lhen 30 yesrs) 0.25 0.25 ] 0.2 028 025
5.24 Flee! Awsilabily tarpet sctapled 028 025 0.25 0.5 0.25 G
.25 Fea! Rellshillly tarpel accepied 0.26 025 0.25 0.25 a0 b
8.26 Testing & ing (erms plad [142.] 025 025 0.25 0.25 0.25
5.27 Handower & tesling teana accaphed 0.26 0.25 ] o 0.25 p
5.20 Risk, Titke & peymont process accepled 0.25 026 o .25 028 0
5.20 Dotay & early dallwery raghne aocapied 0.25 025 ] 0.25 0z 028
5.30 Py y reqime P 0.25 0.28 1] 0.5 028 028
5.39 Lawiul & safo operation clauses accepled 0,25 026 a 025 028 025
5.32 P claunes acvepted .26 2% 025 0.25 0.25 0.2t
5.25 O | p 0.2 625 028 025 0% P
Spame, change oul spares & lool
5.34 clauses accepted D.2% 0,25 1 0,25 0.2 028
S35 nsumance ¢iausey acewpled 026 .26 0.25 0.28 0.25 a_ P
5,35 Areach & temination clwees gtoepied o 0,25 0 o 0.2 o
5.37 Li of Kbty o plod 0 028 0 o 2 .
5.28 indemmily clauses accoplad 028 025 o 0.25 Q2% 528
4.33 Force majleur clayses acoaplad 0.25 [ |+ ¥ ] 025 0.25 0.25
Disputs resofution & confidentiaity causes
5,40 accepled 028 025 0.25 0,28 s
Noten

1. Tanderecs are evalualed beved on thic inkis) reaponge to the Wndes
2, If there was clanfication aand 1o The lerdemer to sequast eny of the above, five iahcerer would have faiked fo comply lrat time the
3 Thaintenilon of ik svaiugtion Is 1o credil hose 1enderers who ghe TFR a chance for smooth avelustion by proving edemuate,
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Annexure A (continued)

Detalled Scoring Criteria and Allocated Points
Financial Stability-

e
b e g e,

WHAT IS BEING MEASURED  |W EFFECTIVE WEIGHT Bl

7.4 Tctl LishiRtben/{Tote? Ecuily+ Total 1 nbitio}
Gesing Ratio

wnde  dinele  immeddlo ubiate  dima  wmse i

<20

21% to 3%

i

§ —

10 40%

41% Io

7.2 Caparily
Curant Aceals w Cumert Lishiiios

B.9%

31

21

11

0.4

l( it

7.3 NPATIRmane
ot prol! Lo lumever

10%

7.9

5 <5.30%

—a

4T3

7.4 Crodt ralings of ihe bidder (Banker iskuing guaramine}

B rating

2

1

rting
O rafing

Evaling

F raling

e

_ _A/ O
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Annexure A (continued)

Detaiied Scoring Criteria and Aliocated Points

oannciat Stability

7.5 NPAT ot Equly

YIL-161

Loss |han 5%

Scom:

7.6 ERMTiTotal Asais
ROA

ihen 20%

1% 8
10% & T4

5% A 5.90%

Less han 2%

7.7 ERITAN Finance Changes
TNTEREST COVRA

1

Ej|

» 5 Timas

5.32

> 4 Timss
3 Timea

7.4
CASH FLDW
Cash gansrated by sperationy

Minimum R 60m ch genemied

A E]
Total scor 24.00 24.00: 200 48,00 ] w0y
Pina! Score =% am] 291 2®] 2. sw] —am
formula: ol ]
A
M A
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ANNEXURE B

YIL-162

The table below indicates the items that were added or deducted to the base price as
submitted by the bidders In order to normalise the price of the locomotive for evaluation

purposes.

Baw Bt B 2 L _2 W
4 Gryund Comamwoication Sywem
Fault yifomulion for Maintensnce Peraumnel
WD pinithce 0 Sofivans
ffemole Aeches b3 Contr) SySterm 290
e ——
(Energy Mhragament Spstem 209 M0 Erid
[ '_lnm
dunelant Cowteal (Vehicle) Cortmd Ung 17 102 2104
f 3 Debear Diipley nits as 78
sttt ion af ECRWOR aid tabing y g big
o e Y s 1 <o P, f e o o
adoren o o Y SO SS9 e i 1o 1
— ot Evaleot B purpimees Witk RO 4'ilh_ln-um-nmm
e i o on
prce el s slliment & A £ ooty =
. 15 k2 Chily Guemir serg = WEh g 1
(s are e My Lreicars Whm-ﬂz;&ﬂ”x?MM
m'”‘%"“mﬁmﬁmﬁmm
mu‘smmmhmmmmmmﬂm
L6238 vty MK DS Lire provisianag sagt hal the
; .ﬁ...“"“lﬂwnaﬂu*mmmm
8 & Ssory resbemaset pat the watRcatbas mnd ol foneme "mh-
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fa of RO and '“:E-ﬁwm‘-& 8 idboras et o
cabing shid iha . ol g oF. it Bt peicw. B i
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et o Mok res . oo, Eelic Yoo st (i
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= s 0 m e [Er%aver ¥, Thertnre Bl
Suppl of the FPCCTY an the sotavrndive 134 658 Li4 727 ] I, Whererore
Siu<Tn 27350
itd e el kit trmsad ook system 832 033 1 878
Trarfesvie Short CTCMR b 1051 ‘0]
TrrinEhomer Cage [57 5t =
AT N e ity 42 25
Wheels FITELY)
(Poof Equpsment Daegn A% 364 = ?
i e et The Far jria T 3
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oy 4 ————
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Annhexure C

The table below indicates the standard dellvery schedule used for the payment terms

avaluation.

April

May

une

July

August

September

October

November

December

January

February

March

Total iocos delivered par year
Cumulative total locos delivered

2013/12/10 11:37 AM

5 10
5 10 10 10 12
5 11 11 1 19
5 11 i1 11 12
5 11 11 1 12
5. 11 11 11 12
5 11 11 11 12
6 11 11 11 12
6 11 11 11 12
6 11 11 11 12
6 11| 11 1 12
6 11 11 11 12
65 130 130 130 144
65| 195] 3] 455 5o
. - ]
X A -
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Apnexure D

Summary and analysis of payment terms results

Depositamount

The RFP and the clarity responses to the RFP stipulated the deposit

for batch 1 (65 locomotives).

Bidder 5 indicated based on their clarity response received that the R 3
is applicable for the full fleet of 599 locomotives,

Bidder 1 did not specify the R 300 m deposit amount’ as an initial u
provided deposit percentages according to their own requirements

summary),

The other 3 bidders indicated that the R 300 m deposit upfron
(which is what was required based on the RFP and the dla

pfront payment and
(refer to payment terms

YIL-164

amounttobeRBOQm

The upfront deposit percentage (1.62%) is applicable for afl bidders except Bidder 1 and s
computed based on the R 300 m deposit divided by the contract price (standard price).

At face vaiue it would appear that the Impact on NPV would be the same
stipulated the 'R 300 m deposit amount’, however the allocation of the
the full fleet of 599 locomotives as opposed to the first batch of 65

cash flow configuration when the locomotives are accepted.
Where the R 300m paid is spread over the entire fiest the amount payable for each

acceptance of locomotives will be equal over the full fleet. Whereas, if
spread over the first batch, the remaining amount payable for each

the R 300m paid is
acceptance of -

locomotives wiil be significantly lower for year 1, thereby impacting positively on the NPV,

Deposit amount Batchi v Fleet Deposit per foco:

Batch Deposit amount No of
locomotives
First R 300 000 DOO 65 R 4 615 385
Full fieet R 300 000 000 599 R 500835
Difference  R4114550
L

Difference in cash fiow for loco acceptance in year 1
Therefore TFR would pay this additional portion above in year 1 with the resulting effect

equaiising over the period of 599 delivery,

20213/12/10 11:37 AM

CONFIDENTIAL

R 267 445 742.9

00m upfront deposit

tis applicable for batch 1 only
rity responses to the RFP),

for all bidders who
upfront deposit for
focomotives changes the

"I 5 ‘“-;j_\
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The differential i$ therefore a discounting impact for year 1 (higher NPV for TFR) compared
to the payment of the differential over the 599 period.

Accordingly although bidder 5 and bidder 7 have the same percentage payment termsg
bidder 5 would have a higher NPV due to the impact of the deposit of R 300m being
relevant for the entire fleet compared to bidder 7 whose R 300m deposit is payable for

batch 1 only.

Bidder 1 and Bidder 3 have the highest NPV's which is reflective of their payment termsg,
These bidders have requested significantly high deposit amounts (Bidder 1 -24% and Bidder

3 -24.62%).
Based on the scoring criterla set these bidders are significantty penalised (Bidder 1 - 0 points
and Bidder 3 - 1 point).

.ﬂ\l ,\\
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Apnexure E

Reconciliation of price

YIL-166

=

The following table provides a reconciliation between the submitted bid prices to the final
evaluated prices, highlighting the impact of each change to the final price used for

evaluation;

Price per oo as submited by bidder

Add: Additional kems to babnoe back to annexure F

Specisi toolg
Enginearing suppart
Capitat Spaies
Consumables
Spares hakding
Setup cost
Insurance
Rounding

Forext Hedging

Frioe per looo submitted s per annex F (capkal acguiston cost)
Miustrents to normialse:

Deduct Schedide B capld spares
Deduct Forex hedghno

ARLIS _ SRUT L6566 6870 s

3762 N9 397 13693 37080
muol  4298|  essed8|  smser| sop
453m 7817
7405| 198300 253 34 8150 264 %2 £
7% 15025 {
51 !
1253 75
[ 327%45] 35016007 41072555 ] 2056720 3060939
46360 1268 -j914 . 299
-1 253 756 . -

Sub Total 1 (Price excluding impact of hedging and escalstions) 31506349 34893359 41453481 M oS5 TH 30 665 403

Add Options

Sub Total 2 (Price with Options included)
Impact of Re-basyg (Foreign exchangs Movemens)
Sub Totat 3 (Yotal price before TE adjustment)
Impaxct of not ushy TE as the mait sub-contrackor
Price used for evaluation

201.3/12/10 11:37 AM

1266001 1262187 3165748 1303041 2 122 546

32772350 %5556 44920 13350761 32 787 940
1966587 2040643 2082677 47319 907 051

MW7 BIGIB 6301906 30091755 33 69000

4905514 3480 000 . . : ‘;

32833423 34716180 46301906 38091755 33695 000
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b. o
Transaet SOC Lad Carlton Centre P.0. Box 72501
Registration 150 Commissioner Parkview TRANSNETT
Wumber &Str, Johannssburg South Afrieca, 2122
1990/000960/30 2001 T 427 11 308 2526 Y
F +27 11 308 2312

MEMORANDUM

Www.Cransnet.net

To:  Transnet Board of Directors (BOD)

From: Brian Molefe, Group Chief Executive

SUBJECT: INCREASE IN ESTIMATED TOTAL COST (ETC) OF THE ACQUISITION OF
1064 LOCOMOTIVES FOR TRANSNET FREIGHT RAIL'S GENERAL FREIGHT BUSINESS

(GFB)

PURPOSE:
1. The purpose of this memo is:

a) for the BOD to note the reasons for the increase in ETC.

b) to request that the BOD approve an increase In the estimated total cost (ETC) for the
acquisition of 1064 Locomotives for the General Freight Business of Transnet Freight

Rail from R 38.6 billion to R 54.5 biffion.

EXECUTIVE SUMMARY:
2. In summary the increase In ETC of R 15.9 billion can be attributed to the following:

Update of business case for updated economic factors R 54 bn 34 %
Risk Mitigation - Forex and Escalation R9.5bn 59 %
TE Scope R2.6bn| 16%
Contingendes R 4.9 bn 31 %
Lower capital acquisition cost of the iocomotive obtained | R~6.5bn| - 41 9%
through the competitive tender and negotiation process less

the batch pricing adjustment of R 2.7 bitlion,

- SESC—

3. 93 % of the ETC increase relates to changes in market conditions and the risk tolerance
level of the company. Whilst 16 % of the ETC Increase relates to strategic factors such
as localisation and competition. These increases have been offset by a competitive
tender and negotiation process that realised a benefit of 41 %,

4. On a like for like comparison the new price Including TE scope of R 40.09 bitlion
{excluding hedging and escalation) is only 3.89 % higher than the approvet:
38.6 billion. The balance of the ETC increase refates to risk mfbglon nd

<
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concessions such as batch pricing.

6. The need to incur these costs has been justified and the associated costs are
reasonable In the circumstances,

7. The NPV of the business case remains positive at R 11.68 biifion,

8. Impacts on the 2014/15 corporate plan has been assessed and mitigated,
Consequently the R 54.5 biilion is affordable and reasonable,

9. Risk mitigation measures have been developed and are being implemented to ensyre
benefits are realised,

10. Significant socio economic benefits such as localisation and job creation will be realiced,

11. Significant benefit will be achleved by the company Including additional volumes earfier,”
additional cash flows, a stronger balance sheet, which should enable greater capital

expansion in future.

12.This acquisition in conjunction with other locomotive acquisitions will significantly
contribute towards the company achieving its original MDS targets of 350 mt by
2018/1% and consequently is fully aligned with the MDS of the company.,

13. The strategic, commercial and sodo economic benefits assoclated with this aoquisition
will signfficantly outweigh the capital cost,

BACKGROUND:

14. The acquisition of 1064 Locomotives was approved by the Board of Directors In April
2013 at a cost of R 38.6 biflion. This gxcluded the following costs:

a. The cost of changes in economic conditions {forex and Inflation) between
approval of the business case and award of the contracts
b. The cost of hedging for foreign exchange movements;

C. The cost for future inflationary escalations;
d. ‘The cost of additional scope for Transnet Engineering (TE);

15, The rationale for the investment Is to increase the capacity of TFR's GFB from 80m to
180mt in terms of the Market demand Strategy (MDS).

18. The acquisition of 1064 Locomotives for GFB was approved by the Shareholder Minister
(Department of Public Enterprises) on 3 August 2013.

17. Although the approval from the Minister was not subject to a final cost of R 38.6 billion,
for good governance and for information purposes a letter wil be sent to the DpE

Increase in ETC for 1064 GFB Locomotives
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advising of the final ETC.

18. Four contracts to acquire 1064 locomotives were con
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cluded on 17 March 2014 at a cost

of R 49.5 billion induding the cost of future escalations, Induding additional scope for

TE and fnduding foreign exchange hedging costs thus res

approximately R 15.9 billion {Including a 10 % contingency).

19. As per the DTI codes for local content, the tender
a minimum Supplier Development (SD) threshold
threshold. All the bidders met the minimum threshoids for |

ulting in an Increase in ETC of

process required that bldders exceed
of 40 %. All bidders exceeded this

diese! locomotives and 60% for electric locomotives.

20. The locomotives wili be delivered at a rate of 12 Jo
peak production as per the summarised dellvery

order to mitigate against late delivery risk, 2

Table 1

ocal content of 55 % for

comatives per month per bidder at
schedule below (refer Table 1). In
penalty regime capped at 10 % of the

contract price has been agreed to with all bidders.

by March 2015
by March 2016
by March 2017
ty Oct 2017

ty February 2018

mmwllmmammmdatapeaktemofupermonm.

S| 7238 (50%)

CNR 15t 20 from China GE 15t 6 from USA

0
20
87
84
42

0
24

by March 2016

by March 2017

by December 2017
by January 2018

Locomotives wil be manufactured at a peak tempo of 12 per month,

Increase in ETC for 1064 GFB Locomatives
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DISCUSSION

21, In order to analyse the increase in ETC two factors need to be considered:

l.  Updated economic data from business case date to current (backward
looking);

i, Future finandial risks emanating from the transaction and costs assoclated to
mitigate these risks {forward looking),

22.This document has been prepared to explain the increase In ETC on this basis,
concentrating on why these costs needed to be Incurred and were these costs

reasonable in the circumstances,

23, The increase In ETC of R 15.9 billion is due to the following reasons (refer Table 2
below):
a) Escalations from the approved business case to award date (backward looking)
(Item A of Table 2) -
b) Forex from the approved business case to award date (backward looking) (Item C
of Table 2)

€y Additional scope of work allocated to Transnet Engineering (TE) for the strategy to
enable TE to eventually transform to an Original Equipment Manufacturer {OEM) of

locomotives (strategic) (Item B of Table 2).

d) The cost of reducing the batch size {strategic and risk mitigation) (Item D of Table
2)

€) The cost of future escalations over the life of the contract (forward looking and risk
mitigation) (Item E of Table 2)

f) The cost of fixing forex exposure over the life of the contract (forward looking and
risk mitigation) (Item F of Table 2)

g) Contingencies related to variation orders, options (such as electronically controlled
pneumatic braking and wire distributed power etc.) and capital spares (Item G of

Table 2)

PR
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BACKWARD LOOKING ECONOMIC AND OTHER FACTORS THAT HAVE IMPACTED
THE PRICE:

24, The estimates and assumptions on which the 1064 business case was based have
changed substantially since approval was obtained from the Transnet Board In April
013,

25. In addition a number of parameters have materfally changed since Issue of the tender,
approval of the Investment by the Transnet Board and the contract negotiation process,

These are summarised in Table 3 below:

Table 3

Rand to the US Dolar 9,13
Rand to the Eurp n/a
Local CPj n/a
Local Hot roled Steel pistes kndex nfa
Loral PPT na
Chinese Equivalent CPT index nfa
|US Equivalent CPT index na
Eurd Eguivaient CPT hdex n/a

* Index movaments cokybied from Duc 12 to Jon 14
*# Index Mevements cakulated from May 13 to Mar 14

Item C of Table 2
a. Foreign exchange rates. The Rand has depreciated by 19.4 9 agalnst the US Dollar

to the US Dollar, an Increase of 17.4 %. This has impacted the expected price of
the locomotive as per the business case and ultimately the ETC as approved by the

Board.
Consequently the additional 10,3 % per Cin Table 2 is reasonable,

Item A of Table 2

b. Labour cost increase, The cost of labour required to build the locomotives has
increased locally within South Africa and giobally over this period, as indicated
within the CPI/PPI indices listed in Table 3 above and as evidenced by the higher
than CPI wage settlement that Transnet entered into at 8.5 % for g 2 year period.
Due to the tender localisation réquirements, Transnet Engineering (TE) wili
assemble the locomotives and consequently local labour will pe utllised for the

assembly,

C. Material cost increase. A significant component of the locomotive s steef, The price
of steel Is impacted by the stea! commadity price of which the t; ing currency Is In

Increase in ETC for 1064 GFB Locomotivas~
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US Dollars and secondly theraby foreign exchange deterioration as well. The focal
index for hot rolled steel plates has deterioratad by approximately 12,9 9 since
December 2012, which is indicative of the level of increase In the price of steel,

d. Inflation. Local Producer Price Index (PPI) has increased by over 7.5 % since
December 2012 thereby affecting the price of locally sourced products required for
the bulld of the locomotives. Foreign equivalent indices also increased over this
period, This together with the forelgn exchange deterioration indicated above has
resulted in the price of imported components for this project Increasing,

e. Statistics SA report that the headline CPI annual inflation fate in Aprll 2014 was 6.1
%, further explained in the Business Day article “CPI breaches Reserve Bank

target” dated 22 May 2014.

f. Applying the relevant proportion of each of the labour, material and other input
costs which make up the basket of ftams required for the manufacture of the
locomotives, would resuit in the net increase in the locomotiva price of 8 ¢,

9. Consequently the net impact of 8 % on the locomotive price due to the change in
economic conditions as per ltem A of Table 2 is reasonable,
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FORWARD LOOKING ECONOMIC FACTORS AND MEASURES TO MITIGATE
FINANCIAL RISK THAT HAVE IMPACTED THE PRICE:

Forex (Item F of Table 2)

26. The Financial Risk Management Framework (FRMF) approved by the Board of Directors
(BOD) does not permit Transnet accepting forex exposure an committed transactions,

27. The South African Reserve Bank {SARB) also does not permit SOC’s to accept open
exposure on forelgn currency contracts.

28.1In addition credit rating agencies and bond holders both prefer conservative risk
appetites and consequently would also support fixing our forex exposure,

29. Sensitivities indicate that a 5 % devaluation of the Rand could impact the total E7¢ by
approximately R 3.07 billion if left unhedged.

30. Consequently the cost of foreign currency hedging to mitigate and protect the
Company against foreign currency devaluation is an Inherent cost of the transaction,

32. The cost of fixing the forex exposure Is impacted by currency voiatility and time or
duration of the exposure,

33. The recent volatility in the forelgn exchange rate of on average up to between 15 g 20
% directly impacts the transaction cost as can be seen in Table 4 below:

Table 4

Rand S day annualised Sstanderd Deviation over the Paat year

Annuatised VolatilRy (%)

Increase in ETC for 1064 GFB Locomotives
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33. Business Day reported on 18 March 2014 that the Rand is in for a “Rocky ride” for the
rest of the year (Refer article "Rocky Ride forecast for 'stilt to expensive’ Rand)

36. The generally held consensus view ls that due to the twin deficit of the RSA budget and
the current account, and the weak economic outlook supports Rand devaluation in the

medium to long term.
Table §

ST T e et e L e

( Historical USD-ZAR axchange rate
16

14

m 8 B

e W W

I

L= = I

e ettt .

| 108888,

37. A historical regression analysis conducted by Regiments Capltal indicatas that the zaR
currency Is on a trend of devaluation as indicated in Table S above,

1ncreaeelnfl‘(:for10646FBLooomoﬁves
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Table 6
ZAR-USD Scenarfos i

8.00

23.00

12.00

1B3.0 ——

o :z: a“:;;: 3;; TEFisS 228 angseg
£ 3 235538533 38§53
§853555358§s§sg§§a§§§§

39. The imminent risk of the Ukraine crisis and jts impact on emerging markets also had an
impact on the decision to fix the exchange rate €xposure,

40. In addition the delivery schedule of the locomotives, between 31 and 35 months, also

impacts the cost of hedging as the length of the exposure Impacts the cosis, The
longer the period the higher the premium paid due to unknown outcomes i the future,

41, Attemative methods, such as call and put option structures, to reduce cost ang mitigate
against forex exposure risk were explored in conjur_action with Regiments Capitai

moventents. These methods were evaluated from a cost benefit perspactive and
consequently the FEC route proved most beneficial and practical to mitigate forex risk,

42.1In addition the accounting treatment of options was not optimal as per opinion
obtained from KPMG as it would result In the creation of an embedded derivative,

44. Consequently the net 6.8 % per F in Tabje 2 above Is reasonable.

Increase n ETC for 1064 GPB Locomotves
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Escalation of Input Costs (Item E of Table 2)

45. Given the size, magnitude and risk tolerance of the company due to MDs execution,
cash flow certainty Is of paramount importance when trying to plan over a long term

honzon,

46. This ensures that the company is able to manage its key financial metrics such as
gearing, cash interest cover and the A/B ratio (required by rating agencies),

47.1n addition credit rating agencies and bond holders both prefer conservativa risk
appetites and consequently would also support fixing our escalation exposure,

48. Careful consideration had to be given to accepting other risks such as labour, stee ete,
and being exposed to market conditions.

48. Consequently it was decided to fix escalation for these input costs and gain certainty of
cash flows.

50. Costs assoclated withy fixing these Input costs are largely driver: by market sentiment at
the time of contracting such as the items mentioned below,

1. Labour unrest and strikes in the platinum sector has put significant Pressure on forward
looking labour costs. As indicated earfier Transnet is subject to an 8.5 % wage

adjustment for the 2014/15 financial year.

52, The contractor has also built a risk premium into their pricing for forward looking
inflation, to cater for the unpredictable nature of the Jabour environment within South
Africa and the risk associated with TE carrylng out this additional fiew scope of work,

53. Statistics SA reports that the headline CPI annual Inflation rate In Aprll 2014 was 6.1 %,
and which s further explained in the Business Day article "CPI Breaches Reserve bank

target” dated 22 May 2014,

4. The SARB and National Treasury 2014 Budget Review forecasts CPI at 6.2 %, 5.9 9
anq 5.5 % for the years 2014, 2015 and 2016 respectively,

56. The high level of local content (60%) makes local indices more applicable to assess the
¢ost of escalations going forward,
57, Applying the relevant proportion of each of the labour, material and other Input costs

which make up the basket of items required for the manufacture of the locomotives,
would result in the net Increase in the locomotive price of 9.2 % for electrics and 6.3 %

for diesels Increase.

58.Hence a CPI of 6 % escalated for 35 months on & compound basis (excluding a
premium for risk) results in a 18.54 % increase, thus the net 16.8 % per E in Table 2

above Is reasonable,

Tncrease In €TC for 1064 GFB Locomotives ___—'g‘l
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59. Escalations of input costs have been verified by Transnet by using publicly available
data and by Regiments Capital using thelr intellectual property methodology and
techniques.

TE Scope (Item B of Table 2)

a Transnet level that TE should transform to
eventually become an OEM of locomotives, This 1064

tender process, together with
the 100 equivalent 19E pual Voltage Electric focomative process, was used as a catalyst
to facilitate this strategy.

61. As such bldders were advised to provide pricing based on Providing TE with additional
scope for the manufacture of the locomotives,

62. Strategically it was decided that for specific items within the b
were within 10 % of the market price the
this scope,

63. The pricing as reflected above in Table 2 Is inclusive of this additional scope for T
based on this principle,

uild process where TE
n it would be acceptable to allow TE to retain

64. Bidders have also bullt a risk premium into their pricing,

with Transnet Engineering carrying out this additional

to cater for the risk associated
time.

few scope of work for the 3=

65. Consequently the net additional 3 % per B in Table 2 Is Justified and is reasonable,

eEETE T —— (Y
Increase In ETC for 1064 GFB Locomotives (
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Batch Size (Item D of Table 2)

66. As approved by the Transnet Board the preferred bidders were advised that the batch
size has been split on & 50/50 basis for the Diesels and a 60/40 basis for the electrics,

amongst them,

67. This was done to mitigate locomotive delivery risk and reduce the MDS risk related to
volumes,

68. As a result, the fixed costs related to setting up the production line would have to be
recouped over a smaller batch.

69. This resulted in an Increase in the cost per locomotive,

70. Although the cost per locomotive has Increased, an overall saving Is realised due to
splitting the batch, because of the saving made on future escalations and hedging costs
8s & result of a shorter delivery period, This has been quantified to be R 4.08 bifiion.

71. Consequently the net additional 9.4 % per D in Table 2 is justified and is reasonable.
Contingencies (Item G of Table 2)

spares beyond the warranty perfod, variation orders and options (such as electronically
controlled pneumatic braking and wire distributed power etc.) and as such an additional
10 % (R 4.9 billion) has been added into the request for additional ETC for this (refer

item G of Tabie 2)

73, In order to stimulate development In other paris of South Africa, Transnet have
decided that it would be more strategic to have two OEM's manufacture the

locomotives in Durban,

74.In addition TE production lines in Koedoespoort cannot accommodate four OEM's as
validated by the PWC study.

75. Bidders have based their contracted prices on manufacturing operations being carrled
out in Gauteng. Bidders have not Yet quantified this cast, however this cost is Included
in the additional 10 % (refer ftem G of Table 2).

Increase in ETC for 1064 GFB Locomotives - @'\ Q)
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FINANCIAL IMPLICATIONS:

76.The business need and rationale remains as originally indicated in the business case
submission.

77.The Business case resulted In a positive NPV (R2.7 billion at the TFR hurdle rate of
18.56 % and R34.1 blllion at the TER WACC of 12.56 %).

78.The Transnet hurdle rate has since been amended to 15.2 % and the NPy at this
hurdle rate using the business Case assumptions would be R 16,02 billion,

on the conditions per the signed final contracts:
8. Final pricing
b. Revised cash flow profile for the capital investments
€. Commensurate changes to the volume ramp up and tanff increases on
commodities that are priced relative to the investment outiay

80. The updated NPV resuit is a Positive NPV of R 11,68 billion at the new hurdle rate of
15.2 % and R 22.71 biflion at the TFR WACC of 12.6 %. The npy would become a

negative R 1.67 bllilon at the original hurdle rate of 18.56%,

81. The WACC and hurdle rates are updated annually for changes in economic conditions
and are approved by Transnet Exco and reviewed by External audit during the year end

Increase in ETC for 1064 GFB Locomotives
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BUDGET IMPLICATIONS:
82. The investment Is Included in the 2014/15 seven year capital Investment plan,

83. The contracted delivery schedule and cash fiows have changed as compared to the
Investment included in the 2014/15 seven year capital investment plan,

84.1In order to ensure that Transnet's approved key affordability limijts (gearing and cash
interest cover) are not breached, a capital prloritisation process will be undertaken,
such that other investments which do not impact MDS volume targets would be

de

85. The difference between the 2014/15 seven year Investment plan and the pro
cash flows based on the supplier agreements with contractors with an additional 10 9

added for options, vatiation orders, special tooling, test equipment, inftlal spares and
capital spares, is llustrated in Table 7 below:

Table 7
‘Rand mBion
BT | 13/24 | a4/15 18716 16717 17/18 19 | 18/20 20/21
41 - 315E 4158 6344 9123 ‘9420 8 382 1 696
49 542
4 955
54 502 4824 & 6 597, 19 61 16 970 1185 - J
i 13034 4624 -5 -2 10274] -7847] @35 p3m 16
Corporate
alignmant ) -2 868
Business Case ‘
et ETC difference -15 902

86. In order to secure accelerated delivery of the locomotives to address the MDS volumes
at risk, a larger advance payment (R 4844 million) had to be Made to the contractors in

the 2013/14 financial year, -

88, Although the accelerated delivery schedule would have resulted in earller cash outflows
for Transnet, an overall saving Is realised because of the saving made on future
escalations and hedging costs as a result of a shorter delivery period

89. The Impact from the focomotive acquisition on the 2014/15 Cofporate plan as well as
the impact of the prioritisation process; updating for the change In volumes, revenue,
EBITDA and capital due to the combination of the 100 electric locomotrves, 1064

locomotives and 60 Diesei locomotives contracts s reflected In the graph below:

Increass in ETC for 1064 GFB Locomotives
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[ Origiead CP
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90. As can be seen from the graphs the inftial two years of the 2014715 Corporate Plan has
been negatively impacted the by locomotive acquisitions,

91. However after the pianned EBITDA and optimisation initiatives that have been factored
into the mode! the ratias are restored.

93.In order to manage risks associated with this transaction a risk Mmanagement
framework is in the process of being developed,

94. A Locomotive Steering Committee has been set up to manage the operational ssyes
associated with the focomotive acquisition and will address the following risks:

* Locomotive delivery

* The wagon build program
» Infrastructure requirements
* Operational readiness

» Commercial and Volumes

96. In order to mitigate against |ate defivery risk, a penalty regime Capped at 10 % of the
contract price has been agreed to with all bidders.

97. Escalation risk has been mitigated by fixing the price of the locomotives,

Increase in ETC for 1064 GFE Locomotives
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98. Forex risk has been mitigated by hedging the price of the locomotives by using the
suppliers bafance sheats.

93. All advance payments are secured by an on demand advance payment guarantee
Issued by a bank with a minimum long term credit rating of an A- Fiich rating or

equivaient,

100. Payment terms have been structured such that the bulk of Payments, of between 70
% and 90 %, happens after delivery of the locomotives.

102.In order to mitigate against default of Supplier Development (SD) commitiments, and
SD penalty clause has been included in the supply agreements with bidders. An SD
bond has also been obtained to cover risk against default,

103.GE have agreed to provide & 30 month Warranty on the locomotive as well as 6 year
warranty on the traction motor and a 12 month warranty on spares,

104.CNR, BT and CSR have agreed to provide a 24 month warranty on the locomotive as
well as a 6 year warranty on the traction motor and a 12 month warranty on spares,

105.A liability cap of 15 % of the contract price is included in the supply agreement
thereby limiting Transnet's €xposure in the unlikely event of breach of contract by

Transnet.

SOURCE OF INFORMATION AND REFERENCES:
107. Data quoted in the memo above has been sourced from:

¢ Statistics South Africa ~ release PO141
* Business Day 22 May 2014 — “CPJ Breaches Reserve Bank target”

* Business Day 18 March 2014 — “"Rocky Ride forecast for stj) too expensive

Rand
* Reserve Bank and National Treasury 2014 Budget Review

* Regiments Capital (transaction advisory services)

e KMPG (accounting opinions)
* PWC (locomotive localisation opportunities for TE angd South  African

industry)

Increase In ETC for 1064 GFB Locomotives ( ‘5‘
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RECOMMENDATION:

108. It is recommended that;

a) the BOD take note that the main reasons for the Increase in ETC Is due to the
exdlusion of the followlng costs from the 24 January 2014 submission;:

I The cost of hedging for foreign exchange movements;
i,  The cost for future inflationary escalationg;
li.  The cost of additional scope for Transnet Engineering (TE); -
v. The cost of changes In economic conditions (forex and Inflation) between
approval of the business case and award of the contract

b) the BOD approves an Increass i estimated total cost (ETC) for the acquisition of

the 1064 locomotives for Transnet Freight Rail's General Freight Business from
R38,6 billion to R54,5 billion,

Recommended by:

Group Chief Finandial Officer
Date: 2o \eex LT

Group Chief Executive
Date; ‘L], 5. {‘_’_

—
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10 April, 2015

Our Ref.: BI/TFR/C/15/0034

Transnet Freight Rail
Inyanda House 2
Parkiown
Johannesburg

2193 South Africa
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BOMBARDIER

the evolution of mobility

TRANSPORTATION

Borabargier Transportation

South Africa (PTY} LTD

Bateleur Place, (st Floor

Hertford Cffice Park

90 Bekker Road, Vorna Valley, 1684
South Afiica

Tel +27 (0) 14 997 8500

Fax +27 (0} 11 897 8502
www._bombardier.com

Comgany Registration No 1895104 1405/07

VAT Registration No 4260158546

Chief Country R tative Aubray Lal
Mon Executive Direttors Violatia Dieg, Dumisa
Diambulo, Armsireng Mgooba, Paul Sampson

Att. Ms. Lindiwe Mdietshe / Mr, Thamsanga J iyane Exsoulive Directors: Sajeath Dayanand, Gristo Els,
Calvini Feher, Aubray Lelovane, Johann van Biliort

RE: Durban V.Q. Revision

Dear Ms. Mdletshe

Please find enclosed our revised quotation for the implications of the Company Proposed
Variation which required the geographical change of TE Facility in Koedoespoort, Gauteng
to Durban, in Kwa-Zulu Natal for the execution of the 23F Locomotive Contract.

As already communicated to you, we have been engaging strengly with TE to finalise, in
particular, the schedule impacts from this proposed change by TFR. After much discussion
and consolidation, we have cancluded that there will be an average impact of four months
delay to the handover dates for the locomotive, based on the time required for TE to prepare
the Durban site and personnel for this complex Scope of Work. This time extension is one
month more than was previously discussed between Bombardier and TFR; however to show
our commitment to the process and in the interests of conciuding this matter without delay,
Bombardier is willing to absorb these significant additional costs of one month.

Bombardier is still concerned that TE has not been abie to provide detailed explanations of
their mitigation strategies to recover from initial delays that could furiher impact the
schedule. For this reason, and in return for our absorption of the extra one month of costs,
we request that TFR provide an additional two month exemption from Liquidated Damages
for handover delays caused by TE, beyond what was originally agreed in the original
Locomotive Supply Agreement.

Please do not hesitate to contact us if you have any comment or require any clarification.

Kind regards,

David Arglin Dobri fdaiubels
Head of Sales, Sub-Saharan Africa Project Contracts Manager
Locemctives & Systems L.ocomotives

Bombardier Transportation Bombardier Transportation South Africa



YIL-214

BOMBARDIER

Durban V.0,

Notice of Company Proposed Variation
with respect to Transnet’s request to

change TE’s Facility location from Koedoespoort
to Durban

(hereinafter Durban Variation Order)

This document and its contents are the property of Bombardier Inc. or its subsidiaties,
This document contains confidential proprietary information, The reproduction, distribution,

€ communication of this document or any part thereof, without express authorization is strictly prohibited.
Offenders will be held liable for the payment of damages,
© 2015, Bormbardier Inc.or its subsidiaries. All rights reserved

utilization or th
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1 Introduction

Folfowing the request from Transnat (TFR or the Company) to Bombardier Transportation
(BT or the Contractor), we are pleased to provide our revised proposal to move the
locomotives assembly site of Transnst Engineering (TE) from Koedoespoort to Durban.

This proposal refers to the foliowing correspondence and specific meetings stated below:

- Initial lefter dated 26 May 2014 from Transhet’s Group Chief Executive, Mr Brian
Molefe, requesting the Contractor to move TE Facility from Koedosspoont io
Durban,

- The Contraclor's response to Transnet's Group Chief Executive on 05 June 2014
and the additional response to TFR on 06 June 2014,

- Coniractor's email correspondences, e.g. dated 25 June, 18, 23 and 30 July 2014
requesting the Company to formalize Notice of Company Proposed Variation.

- Company’s email correspondence dated 21 July 2014 notifying the Contractor that
the Company wiit prepare and send the necessary confirmation in relation to the
Notice of Company Proposed Variation,

= Meeling held at the Company's offices on 07 August 2014,

- Contractor’s letter dated 13 August 2014 confirming the date that the Notice of
Company Proposed Variation shall be deemed to have bean received on 07

August 2014,
- Notice of Delay Event and Notice of Contractor Proposed Variation sent on 13

August 2014
- Contracior's email nofification of additional delay from Transnet Engineering dated

11 Seplember ref BT/TFR/00148

~ 23 Seplember offer received from TE to move the assembly facility to Dusban.

Durban Variation Order offer from BT handed over to TFR on 26 Sepiember 2014,

- -mail from TFR to BT dated 12 December 2014 requiring a revision of BT's
Durban Variation Order offer and requesting that BT must conduct ite business
and further actions based on the TE Durban facility as the only eption it has to
avoid further delays on the project.

- Subsequent e-mail answer from BT on 19 December 2014.

- Letter ref BT/TFR/C/14/21 dated 02 February 2015 from BT lo TFR announcing
the delay on the review and finalization of Durban VO offer due to the missing
nputs from Transnet Engineering.

SteCo BT-TFR on 26 February 2015.
= Offer received from Transnet Engineering on 16 March 2015,

Moreover, this revised proposal will briefly mention some provisions of the Locomotive
Supply Agreement executed on 17 March 2014 (hersinafter the LSA) that would need to
be modified, and then present the extension of time impacts and the cost or cost saving
impacts related to the TE Facllity change of location. With respect to the above impacts,
Bombardier also detaits its pricing assumptions and conditions, s well as the validity of its

proposal.

1.1 Provisions of the Contract

The following provisions, amongst others, of the Locomotive Supply Agreement dated 17
March, 2014 entered into between TRANSNET SOC LTD and BOMBARDIER

Aprit 2015
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TRASPORTATION SOUTH AFRICA (PYD) LTD relate to the requested change of TE
facifity from Koedoespoort in Gauteng to Durban, KZN province, and would have to be
modified once the Variation Order (hereinafter \.0.} is approved by TFR.

Clause 1.1 [Definitions] which defines TE Facilily and Delivery Point as
Koedoespoort, Gatiteng, which will be ch anged to Durban.

Clause 9.1.1 which provides for the cansequences of defayed deliveries.

Clause 13.3,2 which states that the Technical Malerials will be kept at the
Contractor Facility in South Africa (and K TE is a Key-Subcontractor, at TE Facility)
in either case, in a secure facility under the supervision of the Contracior.

In addition, the assumptions and the terms described in this offer apply {o this
proposal and would also necessitate adjustments to the LSA, including but not limited
o Appendixes.

2 Impacts of the TE's Facility move of location to Durban

2.1 Scope of TE

The piices indicaled in this Notice of Variation Order are based on the following scope of

supply of TE gompleted at their Durban facility:
* Final Assembly from the first to the Jas! Locomotive,
* Testing & Commissioning from the 7 to the last Locomotive, Bogie frame

manufacturing and
» Bogie assembly,

2.2. Category of impacts of the Variation Order

This Notice of Contractor Proposed Variation provides and outlines all the refated impacts
and opportunities resulting from the requested move of the TE Facility by the Company,

considering two different types of costs or cost savings:

« The costs due to the change of location from Johannesburg to Durban (Logistics
concept, addilional transportation, etc)

- The cosls dua to the extension of time of the project scheduje (Inflation,
resources needed for an extended project duration, etc)

April 2015 ,
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3 Pricing Assumptions
The foflowing assumptions apply to all the prices of this proposal, unless stated otherwise:

3.1 Change of location assumptions

A change of location of the final assembly facility has significant impact on most suppliers
that would need to deliver to the Durban facllity instead of Koedoespoort, including but not
limited fo additional costs for the transportation of their supplies as well as expert support
al the facility. After the receipt of TFR’s email of December 12, 2014, we have indicated to
our suppliers to already start to take action for a move to Durban, however, we cannot
confirm that change contractually with cur suppliers until we receive an executed Variation

Order from TFR.

Moreover, any extension of praduction time of the project — as will be further explained
below ~ has a cost impact for all parties that have to maintain resources in place for

additional months, including BT's suppllers and subcontractors.

3.2 Extension of time assumptions

The Company requested that Contractor aligns with its Key Subcontractor TE to provide a
harmonized position with respect to the impacts on the project’s schedule. Bombardier
together with Transnet Enginsering (TE) have aligned on a masier schedule sequence for

the production on the 240 locomotives.

Unfortunately, as of March 31, 2015 and following two (2) Steering Commiittees of BT and
TE to address the subject, BT has not yet received the requested level of detail from TE
on the project plan covering especially the time period until handover of the first vehicles
and has no milestone confirmation to support the feasibility of the production schedule

commitied by TE.

In addition, the delay caused by not having signed Durban Variation Order offer dated 26
September 2014 in due time, has ted to a delay in production by many of our suppliers
due to the uncertainty of the future schedule.

Hence the extenslon of production time due to the move to Durban is as follows:

* 4 (four) months average delay (as shown in “Appendix 1” where the specific time
impact for each locomotive is clearly visible) in the execution of the project during

the validity of this offer.

» The proposal is based on the TE proposal received on 13 March 2015, and any
modification to that proposal of TE would require a further adjustment of

Bombardier’s proposal.

= BT provides the dates detailed in “Appendix 1" derived from TE's general
commitment. However, as TE has still not been able to provide detailed
information to demonstrate their ability to meet these new milestones, BT
specifically reserves the right to claim TFR for additional delays and incurred costs
due to further delays created by TE, provided that BT has not caused such delays.

Aprit 2015
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3.3.3 Milestone Payments

Prices offered above are based on milestone payments as shown below. Due ta
the significant additional costs already experienced by Bombardier, and the
ongoing increased cost siructure being similar to the base contract cost structure,
these milestones are the same as in the LSA:

18.0% of the fotal offered price at the acceptance of this offer
¢ 9.0% of the total offered price 17 months after Effective Date of the LSA
« 68% prorala at the date of issue of an Acceptance Certificate for a
Locomotive subject to retention for Mission Reliability and Flest Availability
* 71% pro-rata at the date of issue of an Acceplance Certificate for a
Locomotive not subject to retention for Mission Reliability and Fleet
Availability
» 1.6% pro-rata at achievement of Mission Reliability targets
1.5% pro-rata at achievement of Fleet Availability targets
2.0% pro-rata at completion of Warranty Period

3.3.4 Payment Terms

Following payment terms apply (the same as in LSA):

Payment after 10 (ien) business days, with tax invoice.

3.3.5 Suppfier Development Plan (SD Pian)

The SD Plan which is currenlly being negoliated between the parties may be
impacted by the outcome of the parties’ negotiations of this Variation Order.
Bombardisr reserves the right to adjust its SD Plan commitments accordingly once
the Variation Order is concluded.

3.3.6 General

All the prices inciuded in this propasal do nct include anything not explicitly
mentioned in this offer.

3.4 Fixed price with hedging costs
Price is provided as a Fixed Price;

E’\_y;ent —[ Price the move to TE's Durban facility considering an ave?age del_a;
Milestones -of 4 (four) months aocordir_rg_ "Appendix 1"
As described | R 634.315.000 T

ghove (Six hundred and thirty four million three hundred and fifteen
thousand ZAR)

. _ ey — - A

April 2015 ( a]
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4 Validity of this offer

The Price is conditional and subject to the mutual agreement by the parties of the Durban
Variation Order within the offer validity which is limited to (20 Business Days from

subrnission).

5 Appendixes

Appendix 1 -> Handover and Acceptance Dates of the locomotives considering the move
to Durban.

Considering the importance of the change of TE location for both Parties and for the
prompt execution of the project, BT recommends that the Variation Order be finally

resolved within the above stated validity period.

We remain available for a meeting with the TFR's executives authorized to conclude
prompily with BT, and express our wish to hold a Steering Committee at the earliest

convenience.

2}
N ]Av:f "
L - Al s :
‘ fo,04. 901% k‘é{///g,c{/‘/l]{,r
’ + Ramén Pérez Dobri Makhifela | foref goLs
Project Manager Project Contract Manager

April 2015
page 7/14



Durban V.0.

YIL-220

BOMBARDIER

Appendix 1 - Handover and Acceptance Dates of the locomotives considering the move to

Durban.

_Loco Scheduled Handover Dates _Scheduled Acceptance Dates

1 Wednesday, May 11, 2016|  Friday, September 08, 2016 |
2 Tuesday, Sune = 07, 2016 __ Friday, September 09, 2016
3 Tuesday, June 07, 2016 Friday, September 09, 2016 |
4 ‘Tuesday, June 07, 2016 Friday, September 09, 2016 |

5 Tuesday, June 07, 2016 __Friday, September g9, 2016

__ 6 Tuesday, June 07, 2016 Friday, September 09, 2016 |

7 Wednesday, July 06, 2016 Friday, September 09, 2016

8 Thursday, July 07, 2016 Friday, September 09, 2016

9 Wednesday, July 08, 2016 Friday, September 09, 2016

| 10 ~ Friday, July 08, 2016 Friday, September 09, 2016

i1 .Monday, July 11, 2016 Friday, September 09, 2016

12 Thursday, July 14, 2016 Friday, September 09, 2016

13 ___Friday, July 15, 2016 Friday, September 09, 2016

14 Thursday, July 21, 2016 _ Friday, September 09, 2016

15 __Thursday, July 28, 2016 Friday, September 09, 2016

16|  Wednesday, August 03, 2016 | Friday, September 09, 2016

_ 17| Monday, August 08, 2016 Friday, September 09, 2016

18|  Tuesday, August 03, 2016 Friday, September 09, 2016

19 Wednesday, August 10, 2016 | Friday, September 09, 2026

20 Thursday, August 11,2016 | . Friday, September 09, 2016

21 _ Friday, August 12,2016|_ Friday, September 09, 2016

22| Monday, August 15,2016 | Monday, September 12, 2016
|23 Wednesday, August 17, 2016 | Wednesday, September 14, 2016 |

24 Monday, August 22, 2016 ' Monday, Septém ber 19, 2016

25 Wednesday, August 24, 2016 | Wednesday, September 21, 2016

26 Thursday, August 25, 2016 Thursday, September 22, 2016

27 Monday, August 29, 2016 Monday, September 26, 2016
] Wednesday, August 31, 2016| Wednesday, September 28, 2016

29|  Monday, September 05,2016 | _Monday, October 03, 2016

30 Thursday, September 08, 2016 Thursday, October 06, 2016
1 | Tuesday, September 13, 2016 Tuesday, October 11, 2016 |
32|  Friday, September 16,2016 Friday, October 14, 2016
33| Wednesday, September 21, 2016 | Wednesday, October 19, 2016
34]  Monday, September26,2016|.  Monday, October 24, 2016

.35 Wednesday, Septernber 28,2016 | Wednesday, October 26, 2016
36 Friday, September 30, 2016 . Friday, October 28, 2016
37 ..Juesday, October 04, 2016| Tuesday, November 01, 2016
38 Thursday, October 06, 2016|  Thursday, November 03, 2016
|39 ___ Monday, October 10,2016 _ Monday, November 07, 2016

April 2015
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Loco

Schedwled Handover Dates

Scheduled Acceptance Dates

40

Tuesday, October 11, 2016

* Juesday, November 08, 2016

41

_ Thursday, October 13, 2016

Thursday, November 10, 2016

42

friday, October 14, 2016

_Friday, November 11, 2016

43

Tuesday, October 18, 2016 |

a4
45|

46

Thursday, October 20, 2016

__Tuesday, November 15, 2016-
Thursday, November 17, 2016

_Tuesday, October 25, 2016

Tuesday, November 22, 2016

Thursday, October 27, 2016

Thursday, November 24, 2016

47

48

Monday, October 31 2016

Monday, November 28, 2016

Wednesday, November 02, 2016

Wednesday, November 30, 2016

Fnday, November 04, 2016|

Friday, December 02, 2016 |

Tuesday, November 08, 2016

Tuesday, December 06, 2016

Wednesday, November 09, 2016

Wednesday, December 07, 2016

Friday, November 11, 2016

Friday, December 09, 2016

Tuesday, November 15, 2016

~ Tuesday, December 13, 2016

Thursday, November 17, 2016

.. Thursday, December 15, 2016

Tuesday, Novernber 22, 2016

_ Tuesday, December 20, 2016

Thursday, November 24, 2016

Thursday, December 22, 2016

Monday, November 28, 2016

Monday, December 26, 2016

58

_Tuesday, November 29, 2016

Tuesday, December 27, 2015

58

Thursday, December 01, 2016

Thursday, December 29, 2016

Monday, December 05, 2016

Monday, January 02, 2017

61

wf._dnesda\é. December 07, 2016

Wednesday, January 04, 2017

62

Thursday, December D8, 2016

Thursday, January 05, 2017

63|
64|

Tuesday, December 13, 2016

_ Friday, December 05,2016

... Friday, January 06, 2017
Tuesday, January 10, 201_7

66

631

'_-'_I"I'r_qrsdav, December 15, 2016

Thursday, January 12, 2017

Tuesday, January 10, 20171

67

Thursday, January 12, 2017

Tuesday, February 07, 2017
Thursday, February 09, 2017

68

__ Friday, January 13, 2017

Friday, February 10, 2017

59
70

__Tuesday, January 17, 2017

Thursday, January 19, 2017 | ' -

Tuesday, February 14, 2017

71|

Tuesday, January 24, 2017

__Thursday, February 16, 2017
_ Tuesday, February 21, 2017

72
73

Wednesdav, February 22, 2017

Py |day, Januarv 27,2017 I

74

75

Tuesday, January 31,2017

Thursday, February 62, 2017

__ Friday, February 24, 2017
Tuesday, February 28, 2017
Thursday, March 02, 2017

78
79

i)
77|

Friday, February 03,2017

3 uesday, February 07, 2017 | ‘

___ Friday, March 03, 2017
___Tuesday, March 07, 2017

i3, February 09, 2017 L voc.
Monday, February 13,2017

Thursday, March 09 2017
Monday, March 13, 201?|

’

April 2015
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| Lloco | Scheduled Handover Dates Scheduled Acceptance Dates
80 Tuesday, February 14, 2017 Tuesday, March 14, 2017
81 Thursday, Februaty 16, 2017 Thursday, March 16, 2017
82 Tuesday, February 21, 2017 “Tuesday, March 21, 2017
g3 Thursday, February 23, 2017 Thursday, March 23, 2017,
84 Friday, February 24, 2017 Friday, March 24, 2017
85 Tuesday, February.28, 2017 Tuesday, March 28, 2017
86 Thursday, March 02, 2017 Thursday, March 30, 2017
87 _Friday, March 03, 2017 Friday, March 31, 2017
38 Tuesday, March 07, 2017 Tuesday, April 04, 2017
89 Thursday, March 08, 2017 Thursday, April 06, 2017
90 Friday, March 10, 2017 _ Friday, April 07, 2037
91 Wednesday, March 15, 2017 | Wednesday, Aprit 12, 2017
92 Friday, March 17, 2017| Friday, Aprit 14, 2017
93 Tuesday, March 21, 2017 Tuesday, April 18, 2017
94|~ Wednesday, March 22, 2017 Wednesday, April 19,2017 |
95| Monday, March 27, 2017 __Monday, April 24,2017,
% Wednesday, March 29, 2017 Wednesday, April 26, 2017
97 Thursday, March 30, 2017 _Thursday, Aprit 27, 2017
98 _ Monday, April 03, 2017 Monday, May 01, 2017
99 Wednesday, April 05, 2017 Wednesday, May 03, 2017,
100 Thursday, Aprit 06, 2017 Thursday, May 04, 2017
101 | Wednesday, April 12, 2017 Wednesday, May 10, 2017
102 Friday, April14,2017|  Friday, May 12, 2017
03| . Monday, April 17,2017 | Monday, May 15, 2017
104 Wednesday, April 19, 2017 Wednesday, May 17, 2017
105 Thursday, April 27,2017  Thursday, May 25, 2017
| 106 Friday, April 28, 2017 Friday, May 26, 2017
37| Tuesday, May 02, 2017 Tuesday, May 30, 2017
108 Thursday, May 04, 2017 _ Thursday, lune 01, 2017
109 Friday, May 05, 2017 | Friday, June 02, 2017
11G Tuesday, May 09, 2017  Tuesday, June 06, 2017
111 Thursday, May 11, 2017 | _ Thursday, June 08, 2017
112 Friday, May 12, 2017 __ Friday, June 09, 2017
113 Tuesday, May 16, 2017 | _ Tuesday, June 13, 2017
_ 140 Thur rs_d«ay; May 18, 2017 Thursday, June 15, 2017
115| Monday, May 22, 2017 | Monday, June 189, 2617
116 _ . Wednesday, May 24,2017 |  Wednesday, June 21, 2017
117|  Friday, iMay 26,2017 Friday, June 23, 2017
118| __  Monday, Msy29,2017| Monday, June 26, 2017 |
119 Wednesday, May 31, 2017 | Wednesday, June 28, 2017 >,

April 2015
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Loco |  Scheduled Handover Dates Scheduled Acceptance Dates
160|  Thursday, September 14, 2017 | Thursday, October 12, 2017
161 | Friday, September 15, 2017 . Friday, October 13, 2017
162 | Wednesday, September 20, 2017|  Wednesday, October 18, 2017
163|  Tuesday, September 26, 2017 Tuesday, October 24, 2017
164 | Wednesday, September 27, 2017 Wednesday, October 25, 2017
. 165 Friday, September 29, 2017 'Friday, October 27, 2017
166 _ Tuesday, October 03, 2017 Tuesday, October 31, 2017
167|  Wednesday, October 04, 2017.| Wednesday, November 01, 2017
168 Friday, October 06, 2017 Friday, November 03, 2017 |
169 Tuesday, October 10, 2017 Tuesday, November 07, 2017
170 Wednesday, 'Octobe_r 11,2017 | Wednesday, November 08, 2017
271|  Friday, October 13, 2017 Friday, November 10, 2017
172 Tuesday, October 17, 2017 Tuesday, November 14, 2017
173|  Wednesday, October 18,2017 | Wwed nesday, November 15, 2017
174 _Monday, October 23, 2017 _Monday, November 20, 2017
175 Wednesday, October 25, 2017 |  Wednesday, November 22, 2017
176 Friday, October 27, 2017 Friday, November 24, 3017
177 Monday, October 30, 2017 Monday, November 27, 2017
178( Wed nesday, November 01, 2017 | Wednesday, November 29, 2017
179 Frlday, November 03, 2017 Friday, December 04, 2017
180|  Monday, November 06, 2017 Monday, December 04, 2017
181 Thursday, Nevember 09, 2017 Thursday, December 07, 2017 .
182 Monday, November 13, 2017 |- Monday, December 11, 2017
183 Tuesday, November 14, 2017 Tuesday, December 12, 2017
184|  Thursday, November 16, 2017 Thursday, December 14, 2017
185 Tuesday, November 21, 2017 Tuesday, December 19, 2017
186| Wednesday, November 22, 2017 | Wednesday, December 20, 2017
187 Friday, November 24, 2017 Friday, December 22, 2017
188 Tuesday, November 28, 2017 Tuesday, December 26, 2017
189| Wednesday, November 29,2017 Wednesday, December 27, 2017 |
190 Friday, December 01,2017  Friday, December 23, 2017 |
191 Tuesday, December 05, 2017 _____Tuesday, January 02, 2018
192| Wed nesday, December 06, 2017 Wednesday, January 03, 2018
193 Monday, December 11, 2017 | Monday, January 08, 2018
| 194| Wednesday, | December 13, 2017 Wednesday, January 10, 2018
195 Thursday, December 14,2017|  Thursday, January 11, 2018
196| | Tuesda’y, January 09, 2018 _ Tuesday, Febyruary 086, 2018
197]. Thursday, Janl,l_gl'r;;r 13.,_ 2018 Thursday, February 08, 2018
(A98] Fridey lenuary12,2018|  Triday, February 09, 2018
199 Tuesday, January 16,2018  Tuesday, February 13, 2018 | b

/‘e--“

==
P
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Loco Scheduled Handover Dates Scheduled Acceptance Dates
200 Thursday, January 18, 2018 Thursday, February 15, 2018
201 Monday, Sanuary 22, 2018 Monday, February 19, 2018
202 Wednesday, lanuary 24,2018 Wednesday, February 21, 2018
203 Friday, January 26, 2018 Friday, February 23, 2018
204 Monday, January 29, 2018 Monday, February 26, 2018
205 Thursday, February 01, 2018 Thursday, March 01, 2018
206 Monday, February 05, 2018 Monday, March 05, 2018
207 Tuesday, February 06, 2018 _ Tuesday, March 06, 2018
208 Thursday, February 08, 2018 Thursday, March 08, 2018
209 Monday,'February Ji, 2018 Mondav, March 12, 2018
210 Tuesday, February 13, 2018 Tuesday, March 13 2018
211 Thursday, February 15, 2018 Thursday, March 15, 2018
212 . Tuesday, February 20, 2018 Tdesdav. March 20, 2018
213|  Wednesday, February 21, 2018 Wednesday, March 21, 2018
214 Friday, February 23, 2018 Friday, March 23, 2018
215 Tuesday, February 27, 2018 . Tuesday, March 27, 2018
216 Wednesday, February 28, 2018 - Wednesday, March 28, 2018
217 Friday, March 02, 2018 Friday, March 30, 2018
218 Tuesday, March 06, 2018 _ Tuesday, Aprit 03, 2018
219 Wednesday, March 07, 2018 ' Wednesdav, Apnl 04, 2018
220 Friday, March 09, 2018 ' Friday, April 06, 2018
221 Tuesday, March 13, 2018 ~ Tuesday, April 10, 2018
222 Thursday, March 15, 2018 Thursday, April 12, 2018
223 _Monday, March 19, 2018 Monday, April 16, 2018
224 Wednesday, March 21, 2018 Wednesday, April 18, 2018
225 Tuesday, March 27, 2012 Tuesday, April 24, 2018
226|  Wednesday, March 28, 2018 Wednesday, April 25, 2018
270" Monday, April 02, 2018 | ) Monday, April 30, 2018
228 Wednesday, April04, 2018|  Wednesday, May 02, 2018
229 Thursday, April 05 2018 Thursday, May 03, 2018
230 Monday, April 08, 2018 Monday, May 07, 2018
231 Wednesday, April 11, 2018 Wednesday, May 09, 2018
L 232 Thursday, April 12, 2018 Thursday, M_é_y 10, 2018
- 233 _Monday, April 16, 2018 Monday, May 14, 2018
| 234  wednesday, April 18, 2018 Wednesday, May 16, 2018
235 Thursday, April 19, 2018 Thursday, May 17, 2018
236 Wednesday, April 25, 2018 | Wednesday, May 23, 2018
237 . Monday, April 30, 2018 Monday, May 28, 2018
238 . Tuesday, May 01, 2018 | Tuesday, May 29, 2018
239 _.__ Thursday, May 03, 2018 | ___Thursday, May 31, 2018
20| Monday, May 07, 2018 | Monday, June 04, 2018
April 2015
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Pierre . Leonard
“

Lindiwe Mdletshe Transnet Freight Rail JHB <Lindiwe.Mdletshe@transnet net>

From;

Sent: Saturday, 20 June 2015 13:12

To: Yousuf Laher Transnet Freight Rail JHB

Cc Anoj Singh Corporate JHB

Subject: CNR Proposal

Attachments: Relocation Calcs adj.xlsx; Analysis of CNR numbers v0705.16 2015.3.pdf
Hi Yousuf,

Please find attached CNR proposal FYA.

Regards

TRANSNETD  Lindiwe Mdletshe
Snr Manager: Strategic Sourcing (Locomotives)

\== Supply Chain Services
Transnet Freight Rail
£ E 083 2683365

¢ 011 584 0620
011 773 0832 B Lindiwe.Mdletshe@transnet.net

www transnet.net
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2196 Sandton Johannesburg

South Africa cnirssapm@163.com

Analysis of Cost Increase

for

Locomotive Delivery

and

Locomotive Factory Relocation

from

Pretoria, Gauteng to Durban, Kwa-Zulu Natal

in terms of

Manufacturing Facility Relocation for Class 45D Locomotives
Supply Project

March 2015
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Executive Summary

Rolling Stock
South Africo

CNR Rolling Stock South Africa
China Construction Bank Building
95 Grayston Drive

2196 Sandton Johannesburg
enrrssapm@163.com

We have been requested to analyse the Cost Increase for the Locomotive Delivery and

Locomative Factory relocation in terms of Manufacturing Facility Relocation for Class 45D

Locomotives Supply Project. The decision to relocate from Pretoria, Gauteng to Durban, Kwa-

Zulu Natal will cost an estimated R670m:.

Description Cost (R} % of total

Labour costs 54367 333 8%

| Material costs 178822 793 27%
Logistical costs 6420941 1%
Technical support 70 000 000 10%
Transportation 94194 785 14%
Delta to Warehouse costs 75 650 745 11%
Other casts 190 327 688 28%
Total 669 784 286 100%

YIL-229
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Introduction

In order to be able to relocate the entire operation of manufacturing, production, assembly and
servicing from Pretoria to Durban, there are several incremental costs, risks and material

changes that will need to be considered.
These censiderations can be broken down into:

- Labour costs

- Material costs

- Operational and logistical effects

- Technical support

- Physical transportation of materials and resources
- Incremental warehousing costs

- Financing and risk costs due to time constraints and delays.

Each of these areas carry a substantial weight on the total cost of relocation, considering the
move from a skilled factory with high-end technology in a nationally-central location to an
environment where locomotive manufacturing skills are limited and supply of manufacturing
engineers is limited. Added to that, being the largest industrial port in South Africa, industrial
property is highly sought after, especially in and around railway areas due to the high traffic on

the railway lines between Durban and Johannesburg.

The iargest non-operational and logistical cost faced is also the 4-month delay in production,
which is placing substantial currency-hedging risk, import and inflationary risk, insurance, and
training costs.

All-in-all, there will also be ancillary benefits in using the same team to relocate as will be
running the day-to-day operations in Durban. This will minimise team friction, hand-over

wastage and delays, lack of accountability and a host of expertise-related risks.

Below is a breakdown of each of the above-mentioned sections, justifying the detailed cost

analysis of the relocation project.
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Cost Breakdown

The total cost implications of the relocation and the inherent costs of relocating manufacture to

Durban from Pretoria amount to an estimated R670m. Importantly, this amounts to less than

10% of the total Class 45D locomotive manufacturing project. The attached outline details and

explains the R670m.

Labour Costs

Total cost R54.4m: 8% of relocation costs

The amount is broken down below. This is ~8% of total relocation cost.

Labour
Costs

Manufacturing costs, amounting to R38.3m, relate to the added size of each team that
will be required in order to complete each locomotive build, Due to the lack of skills and
experience in Durban, the average team size per locomotive {of 25) will need to be
increased to 31 in order to maintain production levels of 12 locomotives per month,
which is imperative for the success of the project. The increase in team size accounting
for the R38,3m over the period of production is available on request.

Quality assurance relates to the increase in supervision labour required to inspect and
monitor production of jocomotives due to the lack of experience in the new Durban
factory. An additional & specialists will be required to mentor and supervise the
production of 12 locomotives per month, with each supervisor monitoring the
production of up to 2 locomotives at a time. This additional cost amounts to R4.6m over
the period.

Customer Service Team{“CST”) will need to increase marginally to account for the
increase in pressure derived from dealing with more supplier and client issues from a
remote location. This will require an additional 8 agents and the setting up of a CST
infrastructure sufficient to manage the CST requirements. This will total R8.1m over the
period.

Program management for the relocation and new operation will require an additional 3
senior managers due the substantial increase in team size, logistical complexity and
supervision. This will amount to an additional R3.4m over move and the initial

production phase.

YIL-231

Manufacturing {Avg Ccﬁ?per Emp * NumDurbanEmp Required) - 38980 000
related costs (Avg Cost per Emp * NumPretoriaEmp Required)

t QA Num Supervisors * Cost per Supervisor 4 640 000
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T Customer service - Additional Emp * Cost 8064000
Program mgt | Senior Managers Req * Cost Per Manager 3383333
B | ’ |
Total 54 367 333

Material Costs

Total cost R178.8m: 27% of relocation costs

Additional material costs amount to R178.8m as a result of the refocation. This has the largest

impact on relocation, amounting to ~27% of relocation cost.

- Inflationary costsequating to R162.1m will be incurred, based on a 4-month delay. This
is calculated using the South African inflation rate of 5.5%pa, decomposed to 1.8% over
the 4 months.

- Incremental estimated procurement costsof R16.8m. Considering than certain raw
materials will not be available in South African warehouses at the outset of the project,
and considering the target of 12 locomotives per month, we estimate 3 months’ storage
to various warehouse suppliers will cost approximately 9% per annum over the 4-month

delay.

' Material Inflation due to

Cost schedule shift 4-month Inffation * Total Project Cost 162 064 173
jpldiggnal Raw Materials * 4 ths Fi ing Cost
Figerment i a9”‘.:\"of :tc?:ll(aosn Halr-lndO:or; I\I/In;:t‘:'lsg % altadct }
costs

Total 178822793

Operational & Logistics Costs

Total cost R6.Am: 1% of relocation costs

Impact of changes to logistics and operations will amount to R6.4m. This is ~1% of total

relocation cost.
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- Administrative costs to

re-work logistics will be required, as the roll-out and execution of the relocation and
final manufacturing project will need to be altered. This amounts to R1.7m.

- A new environment will require to be thoroughly tested in order to maintain the
required level of quality and delivery. This will amount to R475k.

- Additional staff travel costs due to the move will amount to an estimated R2m.

- Higher inventory requirements will be required due to the distance from Gauteng. This

will result in a cost of R2.2m.

— i A .
Logistics ? Adr-ni? costs to re-wor | 1731158
Costs . logistics '
i e |
' Dryrunin new environment | per Fixed 474 576
— —p— . Tees ... __ ] ,
{ Additional travel costs e Gl 2024410
i s
Higher inventory - cost of ! 2190797
| capital [
I. - — e e eram
Total ;‘ 5 6 420 941
{ |
Technical Support

Total cost R70m: 10% of refocation costs

Additional technical support will be required, amounting to R70m. This is 10% of total relocation

cost,

- The additional technical supportcomprises the additional technical and engineering
teams that will need to be available on the ground beyond the initial ~19month
production phase. These specialised teams will be in addition to the requirement from
the Pretoria plant due to the lack of expertise in maintenance and post-production
servicing currently available in Durban. This will amount to R38.5m.

- There will also be an increased cost of on-site service by suppliers due to the increase in
travel and relocation of Gauteng-based suppliers. This is estimated at R31.5m over the
pre- and post-production periods.

_! Technical Increased cost of tech support As per pixedh_ | 28 000 000
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Support | Engineering ‘Quotation 10 500 000
. Increased cost of on-site service by B
. 31500 000
1- suppliers
. Total ' 70 000 000
Transportation

Total cost R94.2m: 14% of relocation costs

Physical transportation from Pretoria to Durban will amount to R94.2m. This is ~14% of total

relocation cost.

- There will be a R567k cost saving to being based in Durban due to proximity to an
industrial port.

~ Physical transportation of assembly parts of locomotivesis estimated at R64.8m,
explained as follows: the cost of road logistics in South Africa is estimated at (average)
5% of pre-transport costs. Assuming the project is transporting ~R1.3b worth of raw
materials. The total is thus estimated atR64.8m.

- Short-term insurance on the value of transported goods will amount to R22.5m, based
on industry-level Goods In Transit insurance premiums of between 0.2% and 0.8% of
value,

- Transport protection, express shipments(for time-sensitive delivery), Trucks for
handover and Testing goods when received are directly inherited costs of the relocation,

amounting to incremental costs of R7.5m.

- g

rtati International '
Transportationt”| Igfegationa As per Fixed Quotation -567 104

shipments .
Car body - Durban N
" Bogie - Durban
p—e . % Cost of Road Logistics * Cost of
Traction Chain slstics 64 800 000
Durban Raw Local Materials |
Delta supply chain -
Durban
Insurance Insurance Premium % * Total ”
22 500 000
i Insurable Value
:i..Transport protection As per Fixed Quotation 3283231
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S 'ﬁ"'E{bFéE; shipments o | 895427
. Truck for handover : 1492 378
| Locos testing 1790853
Total 4::..___ B o ' 94 194 785

Incremental Warehousing Costs

Total cost R75.7m: 11% of relocation costs

Additional warehousing costs will amount te R75.7m, which is ~11% of total relocation cost,

- As a result of the scarcity of prime industrial factories in Durban, the cost per square
metre is substantially higher than Pretoria by between R35/sqm-RS5/sqm. This will
result in an increase in lease cost of R16.8m over the long-term period.

-  Fencing, security and office furnitureof R300k.

= Office construction and civil works upgrades will amount to R3,.9m, based on estimated
office space of ~850sqm.

- The project necessitates that ~5-15% of total factory space is used forshelving and
storage.This will result in an additional cost of R12m. This is based on a calculated build
cost of R11,200/sqm.

- Additicnal forklifts and stacking trucks will be required that would not have been as
necessary or as costly in Pretoria. This will amount to 20 forklifts and trucks in total, at a
cost of R5.3m.

- Additional delivery vehicles and {new) systems to be implemented in the new factory
will amount to R7m.

- Additional staff & personnel will be required, incurring a substantial relocation cost to
bring in skilled labour from Gauteng({~90 personnel}. With incentive salaries and a
relocation incentive, this amounts to R24.5m.

- Due to the lack of experience of the new teams, external labour and professional
consulting/supervisory teams will need to be brought it. Four of these engineering

consultants will be needed during the primary production phase, costing R5.8m,

Deltato  Additional Lease costs Incremental Cost Per Sgm * Total Sqgm 16 800 000
wa;t'ehouse | Fencing/Security As per Fixed Quotation 110 395
costs -

" Civil works Office Sqm * Rate per Sqm 3927 000
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“upgrades/office |
’ construction
; Office & warehouse | As per Fixed Quotation 188 899
i furniture
i Racks & Shelving % ofSqm * Cost per Sqm 11 962 500
“Local fc_:_r_k_lif_tgsdta_ckér‘ (Cost per Truck * Num Trucks} + {Cost 5 300 0;3“
trucks per Forklift * Num Forklifts)
Add.ltlonal QaLyESH ! As per Fixed Quotation | 3924552 j
vehides I | !
o R R kA S
T Ry ey As per Fixed Quotation | 3133999 |
| systems ; ] !
: "Additional staff & | (Team To Be Relocated "Ealgw
personnel Increase) + Once-off Relocation 24 503 400
Incentive
Extra outside labour & _Engineeramsulting Fees * Num T
- . l 5 800 000
services Engineers |
Total A 75 650 745
Financing & Risk Costs

Total cost R190.3m: 28% of relocation costs

Financing costs are the second biggest cost to the relecation, amounting to R190.3m, or ~28% of

total relocation cost.

- Labour inflation due to the 4-month delay and the additional required resources will
amount to R4.4m, based on 5.5%pa CPI.

- Finance cost as a result of rolling over forward currency {USD} contracts are estimated
at R81m. The buy and sell spread on forward contracts equals 2 x ZAR 0.12.

~  Bond fdebt instrument costs increase will amount to R18m based on cash flow risk and
upfront payments.

- Contingency risk of 4% on assumptions, amounting to R25.9m.

- There will be increased insurance costs amounting to R2.8m due to the relocation and
new teams involved.

- Training costs of additional teams and new staff will be required, amounting to R3.6m,

based on industry standard of 6% training costs.
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- There is a risk provision

of 9%, amounting to R54.7m. This risk is primarily focused around the pressure the
relocation will put on the final locomotive production project. The overall effect on a
large-scale relocation, with new teams, staff, specialists, expertise and a less-known
environment will create substantial risk in meeting deliverables and timelines.

Finance Labour inflation original

Additional Staff Costs * CPI 4413 790
Costs j contract
| N p——
" Finance costs on forward % Premium * 2 *ZAR0.12
; contracts Spread on USD 81000 000
Bond costs increase Duties * Total Value Added 18 000 000
Contingency 4% on Cost e ; 25 867 599 i
"Increased insurance costs As per Fixed Quotation 2 750 000
| i d training costs St % Training Cost * Value of | |
] | ncreased training co raining of | 3587623

Additional Staff

| Risk provision increase

. 9% on Cost 54 708 676
project

Total " 190 327 688

Costing Summary

The above-mentioned breakdown, detailed in the attached costspreadsheet, outlines the need
for the further investment of R670m for the relocation of operations and manufacture to Durban.
Although this is a marginal cost in terms of the total project, it should be treated as material to
the final project production. In order to not impact on the quality of service, manufacture and
delivery of this crucial element of the total locomotive project, it makes sound business sense to
maintain the same teams throughout the relecation and manufacture, allowing the seamless

handover between the two phases, and maintaining the level of skill and experience throughout.

The above breakdown should address any issues pertaining to the costs of the relocation. If not,
please do not hesitate to contact us for further details, relating to any or all of the summarised

figures.
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2196 Sandton Johannesburg
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References & Sources
Reference
Tvpe Decription Site Notes

Key

References
South African Reserve Bank www.resbank.co.za Macro-economic analysis on trends,
Stats SA v groufth in manufacture, currency

. risk, inflation and interest

Fin24 www.fin24.com movements and general market
JSE News WWW.jse.co.za speculation on risk.

Transportation References
Department of Transport transportg
Durban Clearing www.durbanclearing.co.za
Road Freight Logistics www.rflogistics.coza

South African Railways www.southafricanrailways.co.za

Finance Costs

South African Reserve Bank www.resbank.co.za
Consulting with various finance experts

Standard Bank

SASFin

Bidvest Bank

consulting

Labour Related Research

SA Board for People
Practices

EVA Solutions
Exceed HR Consulting

www.evasolutions.co.za
www.exceed,co.za

Property Research

www.seeff.co.za
www.property24.com

Seeff Property Agency

Property24

Standard Bank Property

Nedbank Preferred Property Guide
FNB Property

Industrial Listings
SA Commercial Property
News Za

www.industriallistings.co.za

www.sacommercialpropnews.co.

agency
non-agency
banking portfolio assistance
banking portfolio assistance
banking portfolio assistance

Factory & Materials Costs

Industry experts in manufacture

Industry experts in mining & efficiencies

Industry experts in cost-optimisation

Trading Economics www.tradingeconomics.co.za
Manufacturing Circle www.manufacturingeircle.co.za

consulting
consulting
consulting
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Mr. Jeff Wang

Chief Executive Officer

CNR Rolling Stock (Pty) South Africa

Contact Detail

Jeff Wang (CEQ)
Tel: 27 61 9846361(SA)

0086 13940091125(CHINA)
Mail Add.; luckwg@163.com

Communication Manager

Jane Dong

Tel: 27 61 9847989(SA)

0086 13869583608 (CHINA}
Mail Add: enrssapm@163.com

Boke

Tel: 27 61 9849195(SA)

0086 15941169206 (CHINA)

Mail Add: boke _qiao@163.com

Rolling Stock

South Africa
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CNR Rolling Stock South Africa
China Construction Bank Building
95 Grayston Drive

2186 Sandton Johannesburg
cnrrssapm@163.com
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Costs % of Total Relocation Notes |
Labour Costs R 54 367 333 8%
Manufacturing cost increase R 38 280000 6% 3
Increase quality assurance R 4540 000 1% 3
Custorner service R 8 064 000 1% 3
Program management R 3383323 1% 3
Material Cost R 178822 753
Inflation due to schedule shift R162064 173 2
Additional procurement costs R 16758621 3% 2
Logistics Costs R & 420941 1%
Admin costs to re-work fogistics R1731158 0% Fixed Quotation
Dry run in new environment R 474576 [ G@g{ Fixed Quotation
Additional travel costs R 2024 410 0% Fixed Quotation
0 R 2190 797 0% Fixed Quotation
Technical Support R 70 000 000 10%
Increased cost of tech support R 28 000 000 A% 3
Engineering R 10 500 000 2% 3
Increased cost of on-site service by suppliers R 31 500 000 5% 3
Transportation R 94 184 735
International shipments -R 567 104 Fixed Quotation
Parts Transportation to Durban R 64 800 000 [
Insurance R 22 500 000 3% 4
Transport protection R 3283231 0% Fixed Quotation
Express shipments R 895 427 0% Fixed Quotaticn
Truck for handover R1492378 | ‘ 0%l Fixed Quotation
Locos testing R R 1790853 0%, Fixed Quotation
Dehta to warehouse costs R 75 650 745 11%)
Additional Lease costs R 16 8OO 00C 3% 5
Fencing/Security R 110 395 3 Fixed Quotation
Civil works upgrades/office construction R 3927000 g
Office & warehouse furniture R 188 899 Fixed Quotation
Racks & Shelving R 11962 500 5
Local forklifts/stacker trucks R 5 300 000 5
Additional delivery vehicles R 3924552 1% Fixed Quotation
Technology & inventory systems R 3133999 0% Fixed Quotation
Additional staff & personnel R 24502 400 4% 3
Extra outside labour & services R 5 800 000 1% 3
Other Costs R 190 327 638 )
tabour inflation original contract R 4413790 1% 3
Finance costs on forward contracts R 51 000 000 [ 1% 4
Bond costs increase R 18 000 000 3% 4
Contingency R 25 867 599 4% Contingency Risk - Fixed %
Increased insurance costs R 2 750 000 0% Fixed Quotation
tncreased training costs ) R3587623 1% 3
Risk provision increase project R 54 708 676 8% Standard Risk - Fixed %
Total R 669 784 286|




Global Variables
Diesel Locomotives
Locomotive Weight
Project Value

SA Value

Delay

232 iocomotives
200 tons
9 000 000 000
4 950 000 000 55%
4 mths
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inflation
Annual Inflation

5,3% SARB CPI

amonths Inflation 1,8%
Total Cost 9 000 000 000
Inflation 162064173
Additional Cost

Materials 3600000000
interest 9% pa
Cost 108 000 000

% on hand 16%

16 758 621
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Bond cost increase
Total Value 9 000 000 000
Value Added (margin) 20%
Total Value Added 1 800 000 000
Duty 1%
Duty Amount 18 000 000
Forward Contract Cost
Imported Value 4 050 000 000
12¢ Spread on Fwd 0,12
Paying Double for Buy-Sell 0,24 Rand to the USD
R/USD 12 ZAR/USD
Additional Cost % 2%
Total Cost 81 000 000
insurance on Transportation
Standard Insurance 20 000 000
Insurance 50000
0,25%
Value 9 000 000 000
Insurance 22 500 000
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Additional Lease costs
600000 R pa
Industrial Rent Pta 150 000 5000 sgm 30
Industrial Rent Durban 350 Q00 5000 sgm 70
Diff 200000
16 800 000
Racks & Shelving
17% of sqm
5000 sqm
14 500 cost per sgm
11 962 500
Small Office 850 sgm
55 R/sqm
3927 000
Local forklifts/stacker trucks
# R
15 120000 lifts
5 700 000 trucks
5 300 000




Parts Transportation to Durban
Cost of Road Logistics

Total Imported Materials

Total Imported Value

Margin

Total Costs

Materials from Costs

Logistics on Materials

5% of Total Costs
40% of Costs
4 050 000 000 original cost
20%
3240000 000
1 296 000 000
64 800 000
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Key References

Reference Type Decription Site
South African Reserve Bank www.resbank.co.za
Stats SA www.statssa.gov.za
Fin24 www.fin24.com
JSE News WWW.[se.co.za

Transportation References

Department of Transport www.transport.gov.za

Durban Clearing www.durbanclearing.co.za

Road Freight Logistics www.rflogistics.co.za

South African Railways www.southafricanrailways.co.za
Finance Costs

South African Reserve Bank www.resbank.co.za

Consulting with various finance experts
Standard Bank

SASFin

Bidvest Bank

Labour Related Research

SA Board for People Practices

EVA Solutions www.evasolutions.co.za

Exceed HR Consulting www.exceed.co.za
Property Research

Seeff Property Agency www.seeff.co.za

Property24 www.property24.com

Standard Bank Property

Nedbank Preferred Property Guide

FNB Property

Industrial Listings www.industriallistings.co.za

SA Commercial Property Newwyww.sacommercialpropnews.co.z:

Factory & Materials Costs

Industry experts in manufacture

industry experts in mining & efficiencies

Industry experts in cost-optimisation

Trading Economics www.tradingeconomics.co.za

Manufacturing Circle www.manufacturingcircle.co.za
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Notes

Macro-economic analysis on
trends, growth in manufacture,
currency risk, inflation and
interest movements and general

consulting

agency
non-agency
banking portfolio assistance
banking portfolio assistance
banking portfolio assistance

consulting
consulting
consulting
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Yousuf Laher Transnet Freight Rail JHB

From: Yousuf Laher Transnet Freight Rail JHB
Sent: 20 June 2018 06:39 PM

To: ‘Popo@lereko.co.za’

Subject: FW: CNR Proposal - move to Durban

Dear Dr Molefe

As requested, refer mail below regarding the questions I raised regarding the move to Durban.

Best Regards
Yousuf Laber CA(SA)

From: Yousuf Laher Transnet Freight Rail JHB .

Sent: 03 July 2015 02:31 PM :
,.”.\ Lindiwe Mdietshe Transnet Freight Rail JHB <Lindiwe.Mdletshe@transnet.net>

Cc: Emma Molotsane (emolotsane@tia-snk.co.za) {emolotsane@tia-snk.co.za) <emolotsane @tia-snk.co.za>
Subject: FW: CNR Proposal

Resend.

Best Regards
Yousuf Laher CA{SA)

From: Yousuf Laher Tr;‘insnet Freight Rail JHB
Sent: 21 June 2015 06:41 PM

To: Lindiwe Mdletshe Transnet Freight Rail JHB _ .
Cc: Anoj Singh Corporate JHB; Garry Pita Transnet Corporate JHB; Thamsanga Jiyane Transnet Engineering PTA;

Ndiphiwe Silinga Transnet Corporate JHB
Subject: RE: CNR Proposal

Dear all, my comments as follows:

A )1. Increasing the team size does not make sense considering the learning curve will mitigate this requirement
within a short time

A Negdmiafing with suppliers Wf-fl?ﬁiﬁﬁ%“{ﬁdéfeﬁﬁﬁ]ﬁfféfﬁéjﬁé‘ry costrelated to the 4 sdditional GRS, 1 37
mat@sial costs generally dor't increase on amonthly basis, thus.he impact shduid not be astiige as 1L.8%
Also 1.8 % for 4 months does not equal 5,5% but rather 7.2 % which is excessive. e Ees

3. From the explanation provided, the incremental cost of pracurement does not relate to the move to
Durban. This should not be charged. In any case 9 % interest isexcessive, : '

4. The additional technical support requirement in Durban does not make sense. The cost of this technical

support should have been included in the original price.
5. On site service by technicians should have been included in the original price. R 31.5 m for travel and

relocation seems excessive.
6. Can the transport not be done by TER via rail containers? if so then insurance costs would aiso be minimal

as would be internally insured. o
7. 11200 psm for shelving seems axcessive? 5CS can research this,
2 Has consideration baen given to TP or TFR ornperty for the warshousing?
v Aty the additional forkdifig?
ST rns the Incentive and raT st ¢ st sar g tF TR
T oLaly i Puihd Wy G EHR
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12. Labour inflation rate appiied at 5.5 % for the full year, whereas it should only be for 4 months {CellE23 in

“Staff” sheet)
13. The additional cost to rollover the hedge must be checked by treasury

14. Additional bond costs must be checked by treasury
15. Contingency risk of 4 % and risk provision of 9 % is unexplained and seems to be additional profit. This

seems excessive.
16. Obtain a detailed list of suppliers being used in Durban versus those in JHB.
17. The cost of the long term maintenance consulting does not relate to the move to Durban (Cell £29

“staff’). This should not be charged as it should have been included in the original contract.
18. Labour inflation is double counted (ref cell D7 & cell E23 “staff”)

Best Regards
Yousuf Laker CA(5A)

From: Lindiwe Mdletshe Transnet Freight Rail JHB
Sent: 20 June 2015 01:12 PM
To: Yousuf Laher Transnet Freight Rail JHB

Cc: Anoj Singh Corporate JHB . )
Subject: CNR Proposal
. - ( "

Hi Yousuf,

Please find attached CNR proposal FYA.

Regards

TRANSNET Lindiwe Mdietshe
Snr Manager: Strategic Sourcing (Locomotives)

' Supply Chain Services
Transnet Freight Rail

Coissaoe0 B os3 2683365
011 773 0832 Lindiwe.Mdietshe@transnet.net

www.transnet.net

Frelaferoit
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Yousuf Laher Transnet Freit_.]ht Rail JHB

From: Yousuf Laher Transnet Freight Rail JHB

Sent: 20 June 2018 06:41 PM

To: ‘popo@lereko.co.za’

Subject: FW: Bombardier Proposals - comments - move to Durban

DPear Dr Molefe
As requested, refer mail below regarding the questions | raised regarding the move to Durban.

Best Regards
Yousuf Laher CA(SA)

From: Yousuf Laher Transnet Freight Rail JHB

Sent: 22 June 2015 08:58 AM "
To; Lindiwe Mdletshe Transnet Freight Rail JHB <Lindiwe.Mdletshe@transnet.net>; Garry Pita Transnet Corporate

. }<Garry.Pita@transnet.net>; Thamsanga nyane Transnet Engineering PTA <Thamsanqa.liyane@transnét.net>;
+...0j Singh Corporate JHB <Anoj.Singh@transnet.net>; Ndiphiwe Siinga Transnet Corporate JHB

<Ndiphiwe.Silinga@transnet.net>
Subject: RE: Bombardier Proposals - comments

Dear all, my comments as follows, some clarity should be sought from BT for some items:

1. BT do not provide a detailed costing of each element that makes up the additional cost. This should be
requested (per category for which an explanation has been provided), detailed costs shouid be provided for
the following at a minimum:

a. Additional hedging cost

b.  Additional escalation cost , .
¢. Additional honding costs

d. Additional transport cost (number of trips, size of containers per trip and distances)
e. Additional warehousing cost (per square metre)

f.  Saving on transport costs for materials imported

€. Additional insurance cost

h.  Additional cost of new production layout in Durban
+:0n the production schedule — why are no lpco’s handed over between the 7t
: What did TEguote BT forthe move? e R e
“iI've checked that the milestone payments and payment terms tie into th
Obtain a detaifed list of suppliers being uséd in Durbah versus those in J

The BT cost information is limited and does not allow. for a detailed a nalysis of their costing.

Best Regards
Yousuf Laher CA(SA)

ail JHB

From: Lindiwe Mdletshe Transnet Freight R
Sent; 2J june 2013 12;349 Fv

To: Garry Pita Transret Corporate JHB; Thamsanqga Jiyane Transnzt Engineering PTA; Anoj Singh Corporate JHB;
Yousuf Laher Transrar Freight Rail JHB '

Subject: Sombardier Proposals

S A
S Ly
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1. Initial proposal - dated 26 September 2014

Additional information — dated 2 October 2014
Further Clarification — dated 10 October 2014

Detailed explanation — dated 03 November 2014

2. Revised proposal dated 10 April 2015

Kind Regards

TRANSNEr

-

Fredgive rai?

Lindiwe Mdletshe
Snr Manager: Strategic Sourcing (Locomotives)

Supply Chain Services s
Transnet Freight Rail
(

0115840620 W o083 2683365
011 773 0832 B2 Lindiwe.Mdletshe@transnet.net

www.transnet.net

<
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RO“lng StOCk 85 Grayston Drive

_ 2186 Sandton Johannesburg

South Africa cnrssapm@163.com

Analysis of Cost Increase

for

Locomotive Delivery

and

Locomotive Factory Relocation

from

Pretoria, Gauteng to Durban, Kwa-Zulu Natal

in terms of

Manufacturing Facility Relocation for Class 45D Locomotives
Supply Project

June 2015

1/13

YIL-255



YIL-256

TO BE INSERTED ON CNR LETTERHEAD

22 June 2015
To whom it may concern;

Dear 5ir,

CNR RS SA appreciates the apportunity to resubmit our proposal.

In this regard we have been through the proposal again taking into account your comments
regarding the financial cost estimates. '

Given that the project is already running a month late, we believe that accounting for the cost
implications of a further delay will more than offset the ‘potential savings’ you referred to in our
meeting.

We therefore conclude that the cost estimate of R669 784 286 remains accurate,

We have addressed the key issues raised, below:

1> Proposed discount and initial payment:
We would like to propose a 10% setilement discount, assuming payment of 50% of the
total cost is made upfront on signature of the agreement,

The revised cost estimate afteér the diséount would than be
R669 784 286 - R66 978 428 = R602 805 858

Therefore we propose an upfront payment of the initial 50% amounting to R301 402
929,

2>
In order to align the balance of the payment with the project execution, we propose that
the remaining 50% of the consideration, being R301 402 929 is paid monthly in arrears,
on a pro-rata basis, against the 212 locally manufactured locomotives.

These payments are to commence the month that the first lecomotives are manufactured
and will be payable over 24 months in equal installments,

Calculation of monthly payments: R301 402 929 /24 = R12 558 455
Therefore CNR RS SA will invoice for 24 monthly payments of R12 558 455

Please note that these monthly invoices will be issued separately from the milestone
payment invoice as per the Locomotive Supply Agreement for the manufacture of the 212
lecometives, and this payment should be paid as per the document approved by Transnet.
In addition, this payment should not neither reduce nor increase or affect the milestone
payment stipulated in LSA, This payment is separated- from the payment of 212 locally
manufactured locomotives as stipulated in LSA.

3> i :

CNR RS SA will where appropriate, focus on providing technical support, skills
development and training to local suppliers and service providers,

In this regard CNR RS SA will provide for trdining and supplier development with regard
to technical support.

We trust that you will find our proposal in order and look forward to finalizing the contract.

Kind Regards



R Mol Spoch South Arice. [Fry) Lo {reg 2014 RIGRTEAT U

Executive Summary

Rolling Stock

South Africa
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CNR Rolling Stock South Africa
China Construction Bank Bullding
95 Grayston Drive

2186 Sandton Johanneshurg
cnrrssapm@163.com

We have been requested to analyse the Cost Increase for the Locomative Delivery and

Locomotive Factory relocation in terms of Manufacturing Facility Relocation for Class 45D

Locomotives Supply Project. The decision to relocate from Prétoria, Gauteng to Durban, Kwa-

Zubu Natal will cost an estimated R670m.

Description Cost (R) % of total

Labour costs 54367333 8%

Material costs 178 822 793 27%
Logistical costs 6420941 1%

Technical support 70 000 000 10%
Transportation 94 194 785 14%
Delta to Waréhouse costs 75 650 745 11%
Other costs 190327 688 28%
Total 669 784 286 100%
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Sy e A, (W1 v SRR CNR Rolling Stock South Africa

2 China Construction Bank Buildin
R°| I I ng stOCk 96' . d95 GI‘&)’S‘O_I'I Dl‘i\fg
= 21 ndton Johannesb
South Africa cnrrssapm@163.0:rn?|

Introduction

In order to be able to relocate the entire operation of manufacturing, production, assembly and
servicing from Pretoria to Durban, there are several incremental costs, risks and material

changes that wilt need to be considered.

During the execution of this project, in order ta complete the technology transferring,
manufacturing, training, testing and maintenance tasks for this locomotive project successfully,
as well 2s the empowerment of the black economy, the manufacturing facilities are relocated
from Pretoria to Durban. Thus this proposal is submitted. This proposal is seen as the project

document as per the contract,

These tonsiderations can be broken down into:

Labour costs

- Material costs

- Operational and logistical effects

- Technical support

- Physical transportation of materials and resources

- Incremental warehousing costs

-  Financing and risk costs due to time constraints and delays.
Each of these areas carry a substantial weight on the total cost of relocation, considering the
move from a skilled factory with hig_h-end technology in a nationally-central lacation to an
environment where locomotive manufacturing skills are limited and supply of manufacturing
engineers is fimited. Added to that, being the largest industrial port in South Africa, industrial
property is highly sought after, especially in and around railway areas due to the high traffic on
the railway lines between Durban and Johannesburg.
The largest non-operational and logistical cost faced is alse the 4-month delay in production,
which is placing substantial currency-hedging risk, import and inflationary risk, insurance, and
training costs:
All-incall, there will also be ancillary benefits in using the same team to relocate as will be

running the day-to-day operations in Durban, This will minimise team friction, hand-over

wastage and delays, lack of accountability and a host of expertise-related risks.

Below is a breakdown of each. of the above-mentioned sections, justifying the detailed cost

analysis of the relocation project.

2/13
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Cost Breakdown

The total cost implicatiohs of the relocation and the inhérent costs of relocating manufacture to

Durban from Pretoria amount to an estimated R670m. importantly, this amounts to less than

10% of the total Class 45D locomotive manufacturing project. The attached outline details and

explains the R670m.

Labour Costs

Totol cost R54.4m: 8% of relocation costs

The amount is broken down below. This is ~B% of total relocation cost.

Labour
Costs

Manufacturing costs, amounting to R38.3m, relate to the added size of each team that
will be required in order to complete each locomotive build. Due to the Jack of skills and
experience in Durban, the average team size per locomotive (of 25) will need to be
increased to 31 (i.e. 6 additional mentorships from CNR} in order to maintain production
levels of 12 locorotives per month, which is imperative for the success of the project.
The Increase in team size accounting for the R38.3m over the period of prodiiction is
available on request.

Quality assurance relates to the increase in supervision labour required to inspect and
monitor production of locomotives due to the lack of experience in the new Durban
factory. An additional 6 specialisté from CNR will be required to mentor and supervise
the production of 12 locomotives per month, with each supervisor monitoring the
production of up to 2 locomotives at a time. This additional cost amounts to R4.6m over
the pericd,

Customer Service Team{"CST”) will need to increase marginslly to account for the
increase in pressure derived from dealing with more supplier and client issues from a
remote focation. This wilt require an additional 8 agents and the setting up of a C5T
infrastructure sufficient to manage the C5T requirements, total R2.1m over the period.
Program management for the relocation and new operation wili require an additional 3
senjor managers due the substantial increase In team size, logistical complexity and
supervision. This will amount to an additional R3.4m over move and the initial

production phase.

YIL-259

Manufacturing {Avg Cost per Emp * NumDurbanEmp Required) - 38 280 000
related costs (Ave Cost per Emp * NumpPretoriaEmp Required) '
QA Num Supervisors * Cost per Supervisor 4 640 000
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! Customer service Additional Emp * Cost 8 064 000
Program mgt Senior Managers Req * Cost Per Manager 3383333
Total 54 367 333

Material Costs

Total cost R178.8m: 27% of relocation costs

Additional material costs amount to R178.8m as a resuit of the relocation. This has the largest

impact on relocation, amounting to ~27% of relocation cost.

- Inflationary costsequating to R162.1m will be incurred, based on a 4-month delay. This
is calculated using the South African inflation rate of 5.5%pa, decomposed t6 1.8% over
the 4 months.

- Incremental estimated procurement costsof R16.8m, Considering than certain materials
will hot be available in South African warehouses at the outset of the project, and
considering the target of 12 locomotives per month, we estimate 3 months’ storage to
various warghouse suppliers will cost approximatély 9% per annum over the 4-month

delay.

Material  Inflation due to

Coss * i dule shiff 4-month Inffation * Total Project Cost 162 064 173
- Component * 4 months Financing Cost * %
PR of Stack an Hand for 3 Months Gt
costs

Total 178 822793

Operational & Logistics Costs

Totol cost R6.4m: 1% of relocation costs

impact of changes to logistics and operations will amount to R6.4m. This is ~1% of total

relocation cost.
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- Administrative costs to
re-work logistics will be required, as the roll-out and execution of the relocation and
final manufacturing project will need to be altered. This amounts to R1.7m.

A new environment will require to be thoroughly tested in order to maintain the
required level of quality and delivery. This will amount to R475k.

Additional staff travel costs due to the move will amount to an estimated RZm.

Higher inventory requirements-will be required due to the distance from Gauteng. This

will resuit in a cost of R2.2m.

Logistics Admin costs to re-work 1731 158
Costs logistics i
. I
Dry run in new environment As per Fixed 474576
' Additional travel costs ~ Quotation 2024 410
I-Ilgl:ler inventory - cost of 2 190797
capital
Total ‘ 6 420 941
Technical Support

Total cost R70m: 10% of reloedtion costs

Additional technical support will be required, amounting to R708m. This is 10% of total relocation

cost.,

The additional technical support comprises the additional technical and engineering
teams that will need to be available on the ground beyond the initial ~19month
production phase, These specialised teams will be in addition to the requirement from
the Pretoria plant due to the lack of expertise in maintenance and post-production
servicing currently available in Durban. This will amount to R38.5m.

There will alsc be an increased cost of on-site service by suppliers due to the increase in
travel and relocation of Gauteng-based suppliers. This is estimated at R31.5m over the

pre- and post-production periods.

Technical increased cost of tech support As per Fixed 28 000 000

6/13
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Support | Engineering Quotation 10 500 600
Increased cost of on-site s.ervice by 31500 000
local small business supplier
' Total 70 000 000

Transportation

Total cost R94.2m: 14% of relocation costs

‘Physical transportation from Pretoria to Durban will amount to R84.2m. This is ~14% of total

relocation cost.

There will be a R567k cost saving to being based in Durban due to proximity to an

industrial port.

- Physical transportation of assembly parts of locomotivesis estimated at R64.8m,
explained as follows: the cost of road logistics in South Africa is estimated at (average)
5% of pre-transport costs. Assuming the project is transporting ~“R1.3b worth of raw
materials. The total is thus estimated atR64.8m.

- Short-term insurance on the value of transported goods will amount to R22.5m, based
on industry-level Goods In Transit insurance premiums of between 0.2% and 0.8% of
value,

- Transport protection, express shipments{for time-sensitive delivery), Trucks for
handover and Testing goods when received are directly inherited costs of the relocation,

amounting to incremental costs of R7.5m.

Transportation  International

As per Fixed tion - 4
shipments per Fixed Quotati 567 104
Engine - Durban B
Brake System - Durban

in . % Cast of Road Logistics * Cost of
Traction Chain | _ g : : 64 800 000
Durban - Raw tocal Materials
Delta supply chain -
Durban
fnsurance insurance Premium % * Total o
e N ' 22 500 000
Insurable Value

Transport protection As per Fixed Quotation ’ 3283231
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- Ex.;ress shlbments 895 427
Truck for handover 1492378
Locos testing [ 1790 853
" 94 194 785

Incremental Warehousing Costs

Total cost R75.7m: 11% of relocation costs

Additional warehousing costs will amount to R75.7m, which is ~11% of total relocation cost.

As a result of the scarcity of prime Industrial factories in Durban, the cost per square
metre is substantially higher than Pretoria by between R35/sqm-R55/sqam. This will
result in an increase in lease cost of R16.8m over the long-term period.

Fencing, security and office furniture of R300k.

Office construction and civil works upgrades will amount to R3.9m, based on estimated
office space of ~B50sqm.

The project necessitates that ~5-15% of total factory space is used for shelving and
storage. This will resulf in an additional cost of R12m. This is based on a calculated buiid
cost of R11,200/sqm.

Additional forklifts and stacking trucks will be required that would not have been as
nicessary or as costly in Pretoria. This will amount to 20 forklifts and trucks in total, at a
gost of R5.3m.

Additional delivery vehicles and (new} systems to be implemented in the new factory
will amount to R7m.

Additional staff & personne will be required, incurring a substantial relocation cost to
bring in skilied labour from Gauteng(~90 personnel). With incentive salaries and a
relocation incentive, this amounts to R24.5m.

Due to the lack of experience of the new teams, external labour and professional
consulting/supervisory teams will nead to be brought it. Four of these engineering

consuitants will be needed during the primary production phase, costing R5.8m.

YIL-263

Delta to Additional Lease costs Incremental Cost Per Sqm * Total Sqm 16 800 000
wasn;ehause Fencing/Security As per Fixed Quetation 110395
costs

Civil works Office Sgm * Rate per Sgmn 3927000
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upgrades/office
construction
Office & warehouse .
' i tation
é furniture As per Fixed Quota 188 899
| Racks & Shelving % ofSqm * Cost per Sqm 11.962 500
Local forklifts/stacker (Cost per' Truck * Num Trucks) + {Cost ' 5 300 000
trucks per Forklift * Num Forklifts)
AdditionglgRieR As per Fixed Quotation 3924552
vehicles '
fRernolofyBarvhntony As per Fixed Quotation 3133999
systems
Additional staff & (Team To Be Relocated * Salary
personnel Increase} + Once-off Relocation 24 503 400
| incentive
= o - . * . {

Extra outside labour & £ngineer Consqltmg Fees * Num 5 500 000
services Engineers

Total | ' 75650745

Financing & Risk Costs

Total cost R190.3m: 28% of relocation costs

Financing costs are the second biggest cost to the relocation, amounting to R190.3m, or ~28% of

total relocation cost.

Labour inflation due to the 4-month delay and the additional required resources will
amount to R4.4m, based on 5.5%pa CPI.

Finance cost as a result of rolling over forward currency (USD} contracts are estimated
at R81m. The buy and sell spread on forward contracts equals 2 x ZAR 0.12,

Bond /debt instrument costs increase will amount to R18m based on cash flow risk and
upfront payments,

Contingency risk of 4% on assumptions, amounting to R25.9m,

There will be increased insurance costs amounting to R2.8m due to the relocation and
new teams involved.

Training costs of additional teams and new staff will be required, amounting to R3.6m,

based on industry standard of 6% training costs.
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- There is a risk provision
of 9%, amounting to R54,7m. This risk is primarily focused around the pressure the
relocation will put on the final locomotive production project. The overall effect on a
large-scale relocation, with new teams, staff, specialists, expertise and a' less-known
environment will create substantial risk in meeting deliverables and timelines.

Finance Labour inflation original

ional Staff * CPI 379

Costs (—— Additional Staff Costs * CP 4413790

Finance costs on forward % Premium * 2 *ZAR0.12 _

contracts Spread on USD sabid o

Bond costs increase Duties “'--Tc;tal Value Added 18 000 000

Contingency 4% on Cost 25 867 599

Increased Insurance costs As per Fixed Quotation 2 750 600

e . ; j - - = = * V l
Increased training costs Std % Training Cost * Value of 3587 623

Additional Staff

Risk provision in¢crease 9% on Cost 54 708 676

project
Total 190 327 688

Costing Summary

The above-mentioned breakdown, detailed in the attached costspreadsheet, outlines the need
for the further investment of R670m for the relocation of operations and manufacture to Durban,
Although this is 2 marginal cost in terms of the total project, it should be treated as material to
the final project production. In order to not impact on the quality of service, manufacture and
delivery of this crucial element of the total locomative project, it makes sound business sense to
maintain the same teams throughout the relocation and manufacture; allowing the seamless

handover between the two phases, and maintaining the level of skill and experience throughout.

The above breakdown should address any issues pertaining to the costs of the relocation. If not,
please do not hesitate to contact us for further details, relating to any or all of the summarised

figures,
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Definition

3l

TRANSNET SOC LTD{acting through its Transnet Freight Rail division}, a public company
incorporated in South Africa {registration number 1990/000900/30) and referred to in
Section 2 of the Legal Succession to the South African Transport Services Act, No 9 of 1989
{the Company};

CNR RS 5A, a company registered under the laws of South Africa{registration number
2014/016892/07} and, subject to a name change, to be known and registered as CNR
ROLLING STOCK SOUTH AFRICA PROPRIETARY LIMITED (the Contractor);

TE, means Transnet SOC Limited acting through its TRANSNET ENGINEERING Division
{registration number 1990/000900/30) {the "Subcontractor”);

Local Supplier, means the suppliers in South Africa other than TE;

Locomotive, means coliectively or individually, the locomotives to be manufactured and
supplied to the Company by the Contractor in accordance with this Agreement, with each
individual locomotive being identified by its vehicle number;

Training, means the training to be provided by the Contrattor to the Company personnel in
accordance with Par!l 12 (Training) of Schedule 3 {Agreément Managemeént);
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SN TG ki oo AR i) (o Bt MR A R CNR Rolling Stock South Africa
RO' I l n Si oc k China Construction Bank Building
g 85 Grayston Drive
- 2196 Sandton Johannesburg
South Africa enrrssapm@163.com
References & Sources

References

South African Reserve Bank www.rashank.co.za Macro-economic analysis on trends,
Stats SA ' ' growth in manufacture, currency

) M&Eﬁi&m risk, inflation and interest
Fin24 www.finZ4.com movements and general market

JSE News WWw.ise.co.za speculation on risk.

Transportation References
Department of Transport www.transperl.gov.zd
Durban Clearing '
Road Freight Logistics
South African Railways

Finance Costs
South African Reserve Bank www.resbankcoza
Consulting with various finance experts consulking
Standard Bank
SASFin
Bidvest Bank

‘Labour Related Research
SA Board for People
Practices
EVA Solutions www.evasolutions.co zi
Exceed HR Consuiting www.exceed.co.za

Property Research
Seeff Property Agency www.seeffco.za agency
Property24 www.property24.com non-agency
Standard Bank Property banking portfolio assistance
Nedbarik Preferred Property Guide banking pertfolic assistance
FNB Property banking portfolio assistance
industrial Listings www.industriallistings.coza
SA Commercial Property www.sacommercialpropnews.co.

23

News

Factory & Materials Costs
Indusiry experts in manufacture consulting
Industry experts iti mining & efficiencies consulting
Industry experts in cost-optimisation consulting
Trading Economics www.tradimgeconomics.c0.%a
Manufacturing Gircle wwwwmanulacturingelrele coza
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Rolling Stock

South Africo

Z

Mr. Jeff Wang

Chief Executive Officer

CNR Rolling Stock (Pty) South Africa

Contact Detall

Jeff Wang (CEO)
Tel: 27 84 9846361(8A)

0086 13940991 125(CHINA)
Mail Add.: luckwg@163.com

Communication Mana_g_ef

Jane Dong

Tel; 27 &1 $847989{SA)}

PO_BS 13883583608 (CHINA}
Mail Add: crirssapm@i63.com

Boke

Tel: 27 61 9840195(SA)

0086 15941165206 (CHINA)

Mail Add: boke_gino@163.com
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-Tats]

R 669, 784, 286 |

Costs % of Tossl Relocation |Notes
Lehour Cogsts R. 54, 367, 333 : Y
Manufecturing cosi increase R 38, 2680, 600 ] 3
Increase qualfLy asserance £ 4,840, 000 14 4
Cuslomer servict R &, 084, (00 1% 3
Progran manigement R 3. 381,333 1% k3
¥aterial Cost R 178,622 793 —-
Inflation dus 1o schedudo shiftl R 162,064, 173 2
1 Addivional procuroment costs R 16 758, 621 % 2
Logistics Coats’ R 6, 420,94 %
Admin costs Lo re-work logistics R L, 731, 1&8 Fixed Quotation
Dry run in nee enviromment R 474,478 Fixed Guolarion
Addivional trave) sosts R 2,024,410 ' Fixad Quotation
0 R 2,190, 797 | L0 Fized Quotation
“Technical Support R 70,000,000 ﬁm
Increased cost of Lech support R 28, 000, 000 SRy 3
Engineering ® 10, 500, (00 2 K]
_ [nereased cost of oh-site service hy su & 31 R00, 000 4 5
Traneportation R %4, 194, 785 ]
‘Internatioen)] shipments ~R £87, 104 FFixed Quotstion
i'arts Trangparialion in Durben R 64, 800, 060 [Eagee ! 5
insurance R 22, 500, 00D it 1 4
Transpart protection R 3,283, 231 o% Fized Quotaiion
Express shipmenis R 895 427 Fixed Quotation
Fruck f'or handover K 1,452, 478 M fFixed Quotalion
Locos lesting & 1 790, 853 15 e Fized Quotation
Delte to warehouse costs » R 75, 650, 74h I 118
Addirional Lease cosis R 16, 800, 000 = B -I 5
Fenzing/Security | R 110, 395 Fixed Quotation
Civil works wpgrades/of{ice construciion R 3,927, 000 == 1% §
(MTice & warchouse furniture R 158, 899 ] Fixed Quotarivn
Racks & Shelving R 11, §R2, 500 2 B
Lote] Torklifiz/stacker trucks R 5, 200, 000 1% 5
Additional delivery vehicles R 3 924, 852 % Fised Quotation
Technology & iInventory sysiems R 3, 133,599 0% Fized Quotation
‘Additionsl staff & personnel R 24, 503, 400 1% 3
Exira sutside labour & servides R 5. BOD, 000 1% 4
Other Coats . R 180, 227, 688 | T T
tahour Intleiioy oripiaal roncraen ® 4,413,790 % 3
Iimmct cosls nn frrsard copiscis K &1, (0, {14 "'-m' 4
fiond costs increpse R 18, 006, 600 3% 4
Cant ingency R 25, 867, 399 4% Contingeney Risk — Figed %
Inereased insurange cosls R 2, 750, 000 o Fixed fuotation
Incraeesed {raining costs R B, 387, 623 % 3
Risk provisjon increase project R 54, 708 676 firy Srandard Risk - Fixed %



Global Variables
Diesel Locomotive
Locomotive Weight
Project Value

SA Value

Delay

232 locomotives

20
9, 604, 000, D00
4, 950, 000, 000

0 tons

4 mths

55%
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Inflation
Annual Inflation
4months Inflation

Total Cost
Inflation

5. 5% SARB CPI
1.8%

g, 000, 000, 000 (CNR imported cost &lLocal supplier cost)
162, 064, 173

Additional Cost
Materials
interest

Cost

% on hand

3, 600, 000, 000
9% pa
108, 000, 000
16%
16, 758, 621
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Bond cost increase
Total Value g9, 000, 000, 000
Value Added (margin) 20%
Total Value Added 1, 800, 000, 000
Duty 1%
Duty Amount 18, 000, 000
Forward Contract Cost
Imported Value 4, 050, 000, 000
12¢ Spread on Fwd 0,12
Paying Double for Buy- 0. 24 Rand to the USD
R/USD 12 ZAR/USD
Additional Cost % 2%
Total Cost 81, 000, 000
Insurance on Transportation
Standard Insurance 20, 000; 000
Insurance 50, 000
0. 25%
Value 9, 000, 000, 000
Insurance 22, 500, 000




Additional Lease costs
600,000 R pa

Industrial Rent Pta 150, 0600 5,000 sqm 30
Industrial Rent Durban 350, 000 5,000 sqm 70
Diff 200, 0600
16, 800, 000
Racks & Shelving
17% of sqm
5,000 sagm
14, 500 cost per sgm
11, 962, 500
Small Office 850 sqm
55 R/sqm
3,927, 000
Local forklifts/stacker trucks
# R
15 126,000 1lifts
5 700, 000 trucks

5, 300, 000
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Parts Transportation to Durban

Cost of Road lLogistics 5% of Total Costs
Total Imported Materials 40% of Costs
Total Iwported Value 4, 050, 000, 000 original cost
Margin 20%

Total Costs 3, 240, 600, 000

Materials from Costs 1, 296, 000, 000

Logistics on Materials 64, 800, 000
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Key References _
South African Reserve B¢

www. resbank, co. za

Stats SA www. SLalssa. gov, 78
Fin24 wwy. £in2d, com
JSE News www. jse. co. za
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Macro—economic analysis on
trends, growth in
manufacture, currency risk,
inflation and interest

Transportation References
Department of Transport
Durban Clearing

Road Freight Logisties

www. Lransport. gov. za
www, durbancleariag. co..za
waw. rflogistics. co. za

South African Railways r.sguthafricanrailways. co.

28

Finance Costs

South African Reserve Be www, reshank. €o. 2a

Standard Bank Properiy
Nedhank Preferred Property Guide
FNB Property

Industrial Listings e, indostriallistings. co.

Consuliing with various finance experts consulting
Standard Bank :
SASFin
Bidvest Bank

Labour Related Research
SA Board for People Practices
EVA Solutions wwy. evasolutions. co. za
Exceed HR Consulting www, exceed. co. za

Property Research
Seeff Properiy Agency www. seelf, co, za agency
Property24 www, nroperty24. com non-agency

48

banking portfolio assistance
banking porifelio assistance
banking portlolio assistance

SA Cotimercial Property M. sacommercialpropnews. co. za

Factory & Materials Costs
Industry experis in manufacture
Industry experts in mining & efficiencies
Industry experts in cost-opilimisation
Trading Economics
Manufacturing Cirele

nww. 1Tadingeconomics. to. 2a
& manufaclurigpeirele, co Za

consul ting
consulting
consulting
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From: Yousuf Laher Transnet Freight Rail JHB <Yousuf.Laher@transnet.net>

Sent: Thursday, 25 June 2015 10:12

To: Lindiwe Mdletshe Transnet Freight Rail JHB

Cc: Emma Molotsane (emolotsane@tia-snk.co.za); Anoj Singh Corporate JHB;

Thamsanga Jiyane Transnet Engineering PTA; Garry Pita Transnet Corporate JHB;
Ndiphiwe Silinga Transnet Corporate JHB
Subject: RE: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

Hi Lindiwe, their proposal has not changed from the previous submission except for their new offer on payment
terms.

As such the comments per my mail over the weekend would still apply.

Their payment terms offer needs to be considered in light of Transnets cash flow situation, for which treasury must
advise.

Best Regards
Yousuf Laher CA[SA}

From: Lindiwe Mdletshe Transnet Freight Rail JHB

Sent: 23 June 2015 04:13 PM

To: Anoj Singh Corporate JHB; Thamsanga Jiyane Transnet Engineering PTA; Garry Pita Transnet Corporate JHB;
Ndiphiwe Silinga Transnet Corporate JHB; Yousuf Laher Transnet Freight Rail JHB

Cc: Emma Molotsane (emolotsane@tia-snk.co.za)

Subject: FW: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

Good day,
Please find attached revised CNR proposal for your review and comments.
Please note that both meetings that were scheduled to take place today, 23 June 2015 were postponed.

BT’s proposal is still outstanding. They are having an alignment sessien this afternoon and they will revert back to us
today with an indication on when the “revised proposal” will be submitted to Transnet.

Kind Regards
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TRANSNET  Lindiwe Mdietshe
Snr Manager: Strategic Sourcing {Locomotives)

' Supply Chain Services
Transnet Freight Rail

freight ra 0115840620 B 083 2683365
011 773 0832 B Lindiwe.Mdletshe@transnet.net

www transnet.net
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From: Jane Dong [maitto:cnrrssapm@163.com]

Sent: 23 June 2015 02:58 PM

To: Lindiwe Mdletshe Transnet Freight Rail JHB

Cc: R ( AIFAT] ) ; THFIIELR); Jane

Subject: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

Hi Lindiwe,

As requested, [ attached the revised proposal behind for your reference.
Once you confirmed the meeting time, just let me konw.

Appreciated.

Regards,

2015-06-23

Jane Dong
Communication Manager &Project Manager CNR Rolling Stock South Africa(Pty)Ltd.

Add: 3rd Floor, 95 Grayston Drive, Sandton, 2196, Johannesburg, South Africa

Cell: +86 138 8958 3608 (CHINA) +27 61 984 7989 (SA)
Tel: +86 411 84197600 (CHINA) +27 10 007 2316(SA)

E-mail: cnrrssapm@163.com

Web: www.chinacnr.com



